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FULTON FINANCIAL
CORPORATION

P.O. Box 4887
One Penn Square
Lancaster, Pennsylvania 17604

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD MONDAY, MAY 7, 2007
TO THE SHAREHOLDERS OF FULTON FINANCIAL CORPORATION:

NOTICE IS HEREBY GIVEN that, pursuant to the call of its directors, the regular Annual Meeting of the
shareholders of FULTON FINANCIAL CORPORATION will be held on Monday, May 7, 2007, at 12:00 noon, at

‘the Hershey Lodge and Convention Center, West Chocolate Avenue and University Drive, Hershey, Pennsylvania,

for the purpose of considering and voting upon the following matters:

1. ELECTION OF DIRECTORS. To elect three directors for the terms specified.

2. EMPLOYEE STOCK PURCHASE PLAN. To approve a proposat adopted by the Board of |

Directors to amend the Employee Stock Purchase Plan for the purpose of increasing by
1,500,000 shares the number of shares of common stock for which options may be granted under
the Employee Stock Purchase Plan,

3. OTHER BUSINESS. To consider such other business as may properly be brought before the
meeting and any adjournments thereof.

Only those shareholders of record at the close of business on March 19, 2007, shall be enutled to be given
notice of, and to vote at, the meeting.

It is requested that you promptly execute the enclosed Proxy and return it in the enclosed postpaid
envelope. Alteratively, you may vote by telephone or electronically through the Internet by following the
instructions on the proxy card. You are cordially invited to attend the meeﬁng, but you must RSYP that you
will attend. Please see the proxy card for more information. Your Proxy is revocable and may be withdrawn
at any time before it is voted at the meeting.

A copy of the Annual Report on Form 10-K of Fulton Financial Corporation is also enclosed.

Sincerely,

Ahige & B

George R. Barr, Jr.
Seccretary
Enclosures
April 2, 2007
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PROXY STATEMENT

Dated and To Be Mailed on or about: April 2, 2007

'FULTON FINANCIAL' * ™7 - e

e CORPORATION™ -

P.O. Box 4887, One Penn Square ot
Lancaster, Pennsylvania 17604 C

(717) 291-2411

ANNUAL MEETING OF SHAREHOLDERS TO BE HELD ON MAY 7, 2007
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GENERAL

Introduction

.
P

Fulton Financial Corporation, a Pennsylvania business corporation and registered financial holding
company, was organized pursuant to a plan.of reorganization adopted by Fulton Bank and implemented on
June 30, 1982. On that date, Fulton Bank became a wholly owned subsidiary of Fulton Financial Corporation
and the shareholders of Fulton Bank became shareholders of Fulton Financial Corporation. Since that' time,
‘Fulton Financial Corporation has acquired other banks and currently owns the following subsidiary banks:
Pelaware National Bank, FNB Bank, N.A., Fulton Bank, Hagerstown Trust Company, Lafayette Ambassador
Bank, Lebanon Valley Farmers Bank, The Peoples Bank of Elkton, Resource Bank, Skylands Community
Bank, Somerset Valley Bank, Swineford National Bank, The Bank, and The Columbia Bank.

In addition, Fulton Financial Corporation has several direct, non-banking subsidiaries including: Fulton
Financial Advisors, National Association (which offers fiduciary and investment services), Fulton Insurance
Services Group, Inc. (which operates an insurance agency selling life insurance and related insurance products),
Fulton Financial Realty Company (which owns or leases certain properties on which certain branch and
operational facilities are located), Fulton Reinsurance Company, Ltd. (which reinsures credit life, health and
accident insurance that is directly related to extensions of credit by subsidiary banks of Fulton Financial
Corporation), Central Pennsylvania Financial Corp. (which owns, direcily or indirectly, certain limited partnership
interests, principally in low-moderate income and clderly housing projects), and FFC Management, Inc: (which
holds certain investment securities and corporate owned life insurance policies):

RSVP Date, Time and Place of Meeting

The regular annual meeting of the shareholders of Fulton Financial Corporation (“Annual Meeting™) will
be held on Monday, May 7, 2007, at 12:00 noon, at the Hershey Lodge and Convention Center, West Chocolate
Avenue and University Drive, Hershey, Pennsylvania. You. are cordially invited to attend the Annual Meeting, but
you must RSVP that you will attend on your proxy card.

The meeting to which this Proxy Statement relates will be the twenty-fifth Annual Mecting of the
shareholders of Fulton Financial Corporation. Attendance at the Annual Meeting will be limited to shareholders as
of the Record Date, their authorized representatives and guests of Fulton Financial Corporation.

Shareholders Entitled to Vote

" Ouly those shareholders of record at the ¢lose of busmess on March 19, 2007 (the “Record Date“) shall be
entitled to receive notice of, and to vote at, the meeting.

Purpose of Meeting

The shareholders will be asked to consider and vote upon the following matters at the meeting: (i) to
elect threc directors for the terms specified herein; (ii) to approve a proposal by the Board of Diréctors to
amend the Employce Stock Purchase Plan for the purpose of increasing by 1,500,000 shares the number of
shares of common stock for which options may be granted under the Employee Stock Purchase Plan; and (iii)
to consider and vote upon such other business as may be properly brought before the meeting and 'any
adjoumments thereof. :

Solicitation of Proxies . , . : ,

This Proxy Statement is furnished in connection with the solicitation of proxies, in the accompanying
form, by the Board of Directors of Fulton Financial Corporation for use at the Annual Meeting of shareholders
to be held at 12:00 noon on Monday, May 7, 2007, and any adjournments thereof.




o

Revocability and Veting of Proxies

The execution and return of the enclosed proxy wilt not affect a shareholder’s right to attend the Annual
Meecting and to -vote in person. A shareholder thay revoke any proxy givenpursuant.to this: solicitation by
delivering written notice of revocation to George R. Barr, Jr., Secretary. of Fulton Financial Corporation, at any
time- before the ,proxy. is.voted .at.the Annual Meeting. . Unless revoked, any proxy given pursuant to. this
solicitation will be voted at the meeting in-accordance with-the instructions thercon of the sharcholder giving the
-proxy. In the absence of instructions, all proxies will be voted EOR the election of the three nominees identified in
this Proxy Statement and FOR the amendment of the. Employee Stock Purchase Plan. Although the Board of
Directors knows of no other business to be presented, in the event that any other matters are properly brought
before the meeting, any proxy given pursuant sto this solicitation. will be voted in- accordance with the
recommendations of the Board of Directors of Fulten Financial Corporation.

Ll [ ' [l ’ . it ai . ¥

Shares held for the account of shareholders who parhcrpate in the DlVldend Remvestment and Stock
Purchase Plan and for the account of employees who participate in the Employee Stock Purchase Plan will be
:voted in accordance with the instructions of each shareholder as set forth in his or her proxy. If a sharcholder who
pamcrpa(es in these plans does not return a proxy, the shares held for the shareholder's account will not be voted.

: | :l i’ lli ‘ . I rl e ' r ! : . " ]

Shares held for the-account of employees of Fulton Fmancral Corporatlon and its. subSIdlanes who
participate in the Fulton Financial Stock Fund of the Fulton’ Financial Corporation Profit Sharing Plan and Affiliate
401(k) Savings Plan will be voted-by Fulton Financial Advisors, National Association (the “Plan Trustee”}.in
accordance with the instructions of each participant as set forth in the separate voting instruction card sent to the
participant with respect to such shares. To allow sufficient time for the Plan Trustee.to vote, participants’ voting
instructions must be received by April 27, 2007. Shares held under the Fulton Financial Stock Fund with respect
to which no. voting instructions are received by April 27, 2007, will be voted by the Plan Trustee FOR the election
of the three nominecs identified ‘in. the Proxy Statement and FOR the amendment- of the Employee Stock
Purchase Plan; .. P LT o e .
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Voting of Shares and Prmcnpal Holders Thereof

P AT v -

At the close of busmess on March 19, 2007 Whlch is. the Record Daté for detennmatnon of shareholders

entitled to receive notice of, and-to vote at, the Annual Meeting and any adjournments thereof, Fulton Financial

Corporation had 173,017,944 shares of common stock outstanding and entitled to vote. There is no other class of

stock outstanding. As of the Record Date, 3,426,088 shares of Fulton Financial Corporation common stock were

held by Fulton Financial Advisors, National Association, a subsidiary of Fulton Financial Corporation, as sole

fiduciary. The shares held by Fulton Financial. Advisors, National Association as sole fiduciary represent, in the

aggregate, approximately 1.98 percent of the total shares outstanding and will be voted FOR the clection of the
three nominees identified in this Proxy Statement and FOR the amendment of the Employee Stock Purchase Plan.

A majority of the outstanding common stock present in person or by proxy constitutes a quorum for
the conduct of business. The judge of election will-treat shares of Fulton Financial Corporation common stock
represented by a properly signed.and returned proxy as present at the Annual Meeting for purposes, of
determining a quorum, without,regard to whether ;the proxy is marked -as casting a- vote or abstaining.
Likewise, the judge of election will treat, shares of common. stock .represented by "broker non-votes" (i.e.,
shares of.common stock held in record name by brokers or nominees as to which (i) instructions have not, been
received from the beneficial owners or persons entitled to vote, (ii) the broker or nominee docs not have
discretionary voting power under applicable rules of the National Association of Securities Dealers, Inc. or the
instrument under which it serves in such capacity, and (iii) the record holder has indicated on the proxy, or
otherwise notified Fulton Financial Corporation that it does not have authority to vote such shares on that
matter) as present for purposes of cletenp_mm; a quorum.

4 coav e N A N M T ; © e
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Each share is entitled to one vote on all matters submitted to a vote of the shareholders. A majority of
the votes cast at a meeting at which a quorum is present is required in order to approve any matter submitted to
a vote of the shareholders, except in cases where the vote of a greater number of shares is requnred by law or
under Fulton Fmancral Corporation’s Amcles of lncorporatlon or Bylaws

1

In the case of the election of directors, the three candidates receiving the hlghest number of votes cast
at the Annual Mecting shall be elected to the Board of Directors. Abstentions and broker non-votes will be
counted as shares that are present at the meeting, but will not be counted ,as votes cast on the election of
directors. Abstentions and broker non-votes will have no effect on the dlrector election since only votes cast
will be counted. A majority of the votes cast is necessary to approve the amendment of the Employee Stock
Purchase Plan. Abstentions and broker non-votes will be counted as shares that are present at the meeting, but
will not be counted as votes cast on the proposal to amend the Employee Stock Purchase Plan, Therefore,
abstentions and broker non-votes will have no effect on the amendment of the Employee Stock Purchase Plan. |

To the knowledge of Fulton Financial Corporation, no,person or-entity owned of record or beneficially on
the Record Date more than five percent of the outstanding common stock of Fulton Financial Corporation.

Recommendation of the Board of Directors - o L
. The Board of :D_irectors recommends that the‘sharelllold‘ers vote FOR the election of the three
nominees identified in this Proxy Statement and FOR the proposal to amend the Employee Stock Purchase
Plan. .

Shareholder Proposals,

Sharcholder proposals intended to be presented at the 2008 Annual Meeting must be received at the
executive offices of Fulton Financial Corporation at One Penn Square, Lancaster, Pennsylvania not later than
December 4, 2007, in order to be included in the proxy statement and proxy form to be prepared by Fulton
Financial Corporation in connection with the 2008 Annual Meeting. A sharcholder may not submit more than
one proposal, and the proposal, including any accompanying supporting statement, may not exceed 500 words.

4

In order to be eligible to submlt a proposal, a sharcholder must have continuously heid at least $2,000
in market value of Fulton Financial "Corporation common stock for at 1¢ast one year before the date the
~ proposal is submltted The shareholder must continue to hold that stock through the date of the 2008 Annual
Mcetmg . .

1 [

Any shareholder submitting.a shareholder proposal to Fulton Financial Corporation must also provide
Fulton Financial Corporation with a written statement verifying ownership. of "stock and confirming the
sharcholder’s intention to continue to hold the stock through the date of the 2008 Annual Meeting. The
sharcholder;or a qualified representative, must attend the 2008 Annual Meeting to present the proposal.

La - ‘. ’ a A C8

Contacting the Board of Directors T

Any sharcholder of Fulton Financial Corporation who desires to contact the Board of Directors may
do so by writing to: Board of Directors, Fulton Financial Corporatlon P.O. Box 4887, One Penn Square,
Lancaster, PA 17604, These written communications will be provided to the Chair of ‘the’ Executive
Committee of the Board of Directors who will determine further distribution based on the nature of the
information in the communication. For example, communications concerning accounting, internal accounting
controls or auditing matters will be shared with the Chair of the Audit Commitiee of the Board of Directors.




Code of Conduct . . N

Fulton Financial Corporanon has had a Code of Conduct (“Code") for two decades that governs the
conduct of its directors, officers and employees. The Code was revised in 2004 to comply with the requirements of
the Sarbanes-Oxley Act of 2002 and NASDAQ listing standards, and Fulton Financial Corporation provides the
Code to cach director, officer and employee. In 2006, Fulton Financial Corporatlon updated the Code to include a
new process’ for filing anonymous complamts and to make other minor-changes. A copy of the Code can be
obtamed without cost, by writing to the Corporate Secretary at: Fulton Financial Corporation, P.O. Box 4887, One
Penn Square, Lancaster, PA 17604 The Code 1s also posted arid avallable on Fulton Fmanmal Corporanons
website at www. fult com.

I P . . i . i

" SELECTION OF DIRECTORS

- . r

General Information

The Bylaws of Fulton Financial Corporation provide that the Board of Directors shall consist of not less
than two nor more than thirty-five persons and that the directors shall be classified with respect to the time they
shall severally hold office by dividing them into threc classes, cach consisting as nearly as possible of one-third of
the number of the whole Board of Directors. The Bylaws do not require exact equality in the number of directors
in each class. The Bylaws further provide that the directors of each class shall be elected for a term of three years,
so that the term of office of one class of directors shall expire at the Annual Meeting cach year. The Bylaws
provide that the Board of Directors shall deterimine the fumber of directors in each class of directors.": - W

A majority of the Board of Directors may increase the number of directors between meetings of the
sharcholders. Any vacancy occurring in the Board of Directors, whether due to an increase in the number of
directors, resignation, retirement, death or any other reason, may be filled by appointment by the remaining
directors. Any director who is.appointed to fill a vacancy shall hold office until the next Annual Meeting of the
sharcholders and until a successor is elected and shall have qualified. - There is a mandatory retirement provision in
the Bylaws, which states that,the office of a dircetor shall be considered vacant at the: Annual Meeting of
shareholders next following the director attaining the age of 70 years. » '

. - PR
1 - R LY o ’

Procedure for Shareholder Nominations

_Section 3 of Artlcle IT of the Bylaws of Fulton Fmancral Corporatlon requlres that nommatlons other

than those hade by the Nominating Committee of the Board of Dlrectors shall be made in writing and shall be

delivered or mailed to the Chief Executive Officer not less than thé earlier of (a) one hundred twenty (120}
days prior to any meeting of sharcholders called for the election of directors or (b) the deadline for submitting
sharcholder proposals for inclusion in a proxy statement and form of proxy as calculated under Rule 14a-8(e}
promulgated by the Securities and' Exchange Commission under the Securities Excliange Act of 1934, as
amended -(or any successor provision thereto). ; The notice to the Chief Executive Officer of a nomination,
other than one made by the Nominating Committee, shall set. forth (i).the name, age, business-address ‘and
residence address of each nominee proposed in such notice, (ii} the principal occupation or employment of
each such nominee, (iii) the number of shares of capital stock of Fulton Financial Corporation that are
beneficially owned by cach such nominee and (iv) a statement of qualifications of the recommended nominee
and a letter from the nominee affirming that he or she will agree to serve as a director of Fulton Financial
Corporation if elected by the shareholders. The chairman of the meeting shall determine whether nominations
have been made in accordance with the requirements of this Section and, if the chamnan determines that a
nomination is defective, the nomination and any voles cast for the nommee shall be disregarded.

b
i .. by

Director Qualifications S _ : ‘ .

T m 1

In considering any individual nominated for board membership, Fulton Financial Corporation considers a
variety of factors, including whether the candidate is recommended by executive management; the individual’s




professional and personal qualifications, including business experience, education and community and charitable
activities; and the individual’s familiarity with the cornmunities in which Fulton Financial Corporation is located or
is seeking. to locate. In 2004, the:Board of Directors.formed the Nominating .Committee of the Board, whose
members are independent and are responsible for recommending director nominees to the Board of Directors. The
charter for the Nominating Committee is posted and- avallable on- Fulton Financial Corporatron s website at
www.fult.com. ‘ . i Lo . . o

ELECTION OF DIRECTORS

..

General Information

The Board of Directors has fixed the numbrar of.dircctors at fourteen as of May 7, 2007. There are eleven
continuing directors whose terms of office will expire at either the 2008 Annual Meeting or the 2009 Annual
Meeting. The Board of Directors has nominated the following persons for election to the Board of Directors for
the term specified below:

Vo . * .- ForaTerm of Three Years- Class of 2010 ! -
Donald M, Br)“;man, Ir. -
George W. Hodges
John O. Shirk —

bev Each’ of the above nominees is presently a director’ of Fulton Fmancral Corporatlon Following the

' recommendatlon of the Nominating Committee, the Board 'of Directors approved their nomination at a meeting of
the Board of Directors. The Board’ of Directors recommends that the sharehoiders vote FOR the election of the
three nominees listed above.

. c T - poa R .

. + In.the event that any of the foregoing nominees is unable to.accept nomination or election, any proxy

. lgiven pursuant to this solicitation will be.voted in favor of such other persons as the Board of Directors of Fulton
Financial Corporation may recommend. However, the Board of Directors has no reason to believe that any of its
nominees will be unable to accept nomination or to serve as a director if clected.

Vote Required _ _ -
EAY A
The three candidates receiving the highest number of votes cast at the Annual Meeting shall be elected

to the Board of Directors. Abstentions and broker non-votes will be counted as shares that are present at the
Annual Meeting, but will not be counted as votes cast on the election of directors.

i_ Recommendation of The Board of Directors
‘ frui 0t _The:Board of Director's recommends that the shareholders vote FOR the election of the three
nominees identified in.this Proxy Statement. o s e .

-

Information about Nominees, Continuing Directors and Independence Standards

. 2. Information concerning the three persons nominated by the Board for"election to the Board of Directors of
Fulton Financial Corporation at the 2007 Annual Meeting and concerning the other continuing directors is set forth
below, including whether they were determined by the Board of Directors to be independent for purposes of the
NASDAQ listing standards.

Fulton Financial Corporation is a NASDAQ listed company and follows the NASDAQ listing standards
for Board and committée independence. At its January 2007 meeting, the Board of Directors determined that ten of
the Corporation’s fourteén continuing directors were independent as deﬁned in the applicable NASDAQ llstmg
standards and pursuant to the definition contained in NASDAQ Stock Market Rule 4200(a)(15), including that




each director is free of any relationships that would interfere with his or her individual exercise of independent
judgment. In addition, members of the Audit Committee of the Board of Directors meet the more stringent
requirements under the NASDAQ listing'standards. The Board of Directors considered the relationships and other
arrangements, if any, with each director when director independence was reviewéd, including Fulton Financial
Corporation’s relationships with the law firms with which Directors Shirk and Dally are affiliated. The other types
of relationships and transactions that were reviewed are more fully described in "Related Person Transactions with
Directors and Executive Officers” on page 34.

NOMINEES

\ . - - CLASS OF 2010
' : ‘. . (Three-Year Term)

DONALD M. BOWMAN, JR. (Independent Director), age 68. Director of Hagerstown Trust
Company. Partner, Bowman Group (trucking and real estate business). Director since 1994.

GEORGE W. HODGES (lndcf)eﬁdent Dircctor), age 56. Dircctor, The Wolf Organization, Inc.
(distributors of lumber and building supplies). Mr. Hodges also serves as a director of
‘Burnham Holdings, Inc. and York Water Company (NASDAQ: YORW) which is subject to the
requirements of Section lS(d) of the Securitics FEx.chdnge_iAct of 1934. Director since 2001.

JOHN Q. SHIRK {Independent Director), age 63. Dircctor of Fulton Bank. Of Counsel,

Barley Snyder LLC (law firm). Mr. Shirk also scrves as a dircctor of Eastern Insurance Holdings, Inc.
(NASDAQ: EIHI), which is subject to the requirements of Section 15(d) of the Securitics Exchange

Actof 1934, Dlrector since 1983 - 0

C .
i

CONTINUING DIRECTORS

CLASS OF 2008

JOHN M. BOND, Jr., age 63. Chairman of the Board, The Columbia Bank. Mr. Bond was
Chief Executive Officer of The Columbia Bank until his retirement on December 31, 2006. Mr. Bond
also serves as a director of the Federal Home Loan Bank of Atlanta. Director since 2006.

PATRICK J. FREER.(lﬁdependent Director), age 57. Director.of Lebanon Valley Farmers Bank.
President, Strickler Insurance Ageney, Ine. (insurance broker). Director since 1996. '

", 1 . . ¥ . i . . N .
CAROLYN R. HOLLERAN {Independent Dircctor), age 68. Member of the Fulton'Bank Great

Valley Division Advisory Board. Retired Partner, Jerlyn Associates (real estate investments).

Director since 1994, AR e _ -




DONALD W. LESHER, JR. (Independent Director), age 62. Director of Lebanon Valley Farmers
Bank. Retired Président, Lesher Mack Sales and Service (truck dealersh1p) Director since 1998

P St

ABRAHAM S. OPATUT age 59. Chalrman of the Board and Director of F irst Washmgton
State Bank, which was merged | into The Bank in February 2007 and Mr. Opatut is currently
a Director of The Bank and a member of the First Washington Divisional Board.

President, Colomal Marketing Assoc1ates (wholesale foods). Director smcc 2005

GARY A. STEWART (Independent Director), age 59. Member of the Fulton Bank York Division

' Adwsory Board Partner, Stewart Associates (real estate developer). Director since 2001

P

CLASS OF 2009

JEFFREY G. ALBERTSON (Independent Director), age 66. Director of The Bank. Attorney,
Albertson Ward (law firm). Director since 1996.

CRAIG A. DALLY (Independent Director), age 50. Director of Lafayette Ambassador Bank.
Attorney, Pierce & Dally, LLP (law firm). Mr. Dally is a member of the Pennsylvania House of -
Representatives, serving District 138. Director since 2000.

RUFUS A. FULTON, JR., age 66. Retired Chairman of the Board and Chief Executive Officer,
Fulton Financial Corporation. Mr. Fulton also serves as a director of The Aerospace Corp.,
Burnham Holdings, Inc., High Real Estate Group, and Highmark, Inc. Director since 1984,

WILLEM KOOYKER (Independent Director), age 64. Direc_lor of Somerset Valley Bank.
Chairman and Chief Executive Officer, Blenheim Capital Management, LLC (investment
management company). Director since 2005.

R. SCOTT SMITH, JR., age 60. Chairman of the Board, President and Chief Executive Officer,
Fulton Financial Corporation. Mr: Smith also serves as a director of the American Bankers
Association. Director since 2001. o




Security Ownership of Directors, Nominees and Management

The following table sets forth the number of shares of common stock beneficially.owned as of the Record
Date by each director, nominee for director and the named executive officers. To the knowledge of Fulton
Financial Corporation, no person or entity owned of record or beneficially on the Record Date more than five
percent of the outstanding common stock of Fulton Financial Corporation. Unless otherwise indicated in a
footnote, shares shown as beneficially owned by each nominee, continuing director or named executive officer are
held either (i) individually by the person indicated, (i) individually by the person’s spouse or children living in the
same household, (iii) Jomtly with'the person’s spouse or, children living in the same household, or (iv) in the name
of a bank, broker or nominee for the account of the person or the person’s spouse. The directors, normnees and
executive officers of Fulton Financial Corporation as a group owned of record and beneficially 5,668, 236" shares
of Fulton Financial Corporation common stock, representing 3.24 percent of such shares then outstanding. Shares
representing less than one percent of the outstanding shares are shown with a "*" below.

Number of
D , Common Shares
Name of ' ' ' Beneﬁc_ial]g’ ‘ " Percent of
Beneficial Owner Title Owned Class
Jeffrey G. Albertson Director 230,341 *
Richard I. Ashby, Jr. Senior Executive Vice Presndent 326,359 *
John M. Bond, Jr. Director 540,790 © *
Donald M. Bowman, Jr. Nomine for Director 766,569 0. *
Craig A. Dally Director S : 169,807 ® *
Patrick J. Freer Director S : CL o, 70,5059 " *
Rufus A. Fulton, Jr. Director 434,983 1% *
George W. Hodges Nominee for Director 9,463 " *
Carolyn R. Holleran Director 40,003 "2 *
Thomas W. Hunt Director 4432 854 13 *
Willem Kooyker Director 356,596 ¥ *
Donald'W. Lesher, Jr. Director ‘ i " 149,902 *
Charles J. Nugent - Senior Executive Vice President and Chief - © 37565719 o
Financial Officer - o C . ‘
Abraham S, Opatut Director 410,149 47 *
John O. Shirk Nominee for Director 52,1531 *
James E. Shreiner Senior Executive Vice President 280,275 *
R. Scott Smith, Jr., . Director and Chairman of the Board, President . 467,345 *
. and Chief Executive Officer ' .
Gary A. Stewart . Director -, , 345,749
E. Philip Wenger Senior Executive Vice Presudem 198,736 @ *

TOTAL OWNERSHIP DIRECTORS AND OFFICERS AS A GROUP 5,668,236 3.24%

Footnotes .

(1) Includes 1,672,869 shares issuable upon the exercise of vested stock options, which have been treated as
outstanding shares for purposes of calculating the percentage of outstanding shares owned by directors and
executive officers as a group.

(2) As of the Record Date, none of the listed individuals had pledged Fulton Financial Corporation stock except for
Mr. Bowman, who-has pledged 407,468 sharés in connection with a personal line of credit with another financial
institution, and Mr. Stewart, who has pledged 122,997 shares in connection with -a-mortgage loan with another
financial institution,



{3) Fulton Financial Corporation does.not"havera qualitying share requirement for the Board of Directors or Senior
Management.

(4) Mr. Albertson's ownership includes 11,317 shares held in an IRA and 126,505 shares held jointly with his spouse.
Alsoincludes 11,555 shares held solely by his spouse and 940 shares in his spouse’s IRA.

(5) Mr. Ashiby's ownership includes.9,195 shares held in Fulton Financial Corporation’s Pfofit Sharing Plan and
220,099 shares which may be acquired pursuant to the exercise of vested stock options. Also includes 2,790
shares held jointly with his spouse and 43,977 shares held solely by his spouse.

(6) Mr. Bond's ownership includes 294,501 “shares which 'may be acuired pursuant to the exercise of stock
options and 136,723 shares held solely by his spouse.

(7) M Bowman s ownershlp includes 8,373 shares held i m an IRA 36, 253 shares held jointly with his spouse 31,539
shares Tield solely by his spouse and 8,374 ‘shares in his spouees IRA. Also includes 205,934 shares held by
Bowman Sales & Equnpment‘lnc - At

(8) Mr. Dally'a ownershlp inclides 9, 916 shares held i 1n an IRA 3,396 shares held jointly with his spouse and 18,028
shares held as CllSIOdlal'l for his chlldren p casd g

(9 Mr, Freer's ownershlp includes 23, 306 %hares held jointly with his spouse and 256 shares held solely by his spouse.
Also includes 46,943 shares held by Strickler Insurance Agency, Inc. Mr Freer d15cla1ms beneﬁcnal ownership of
any of these shares beyond his pro rata interest in 'the company

(10) Mr. Fulton's ownershlp includes 8,232 shares held solely by his spouse. Mr. Fulton disclaims any beneficial
ownership in the 8,232 shares held by his_spouse. Also includes 57,673 shares held in Fulton Financial
Corporation's Profit Sharing Plan and 184,851 shares which may be acquired pursuant to the exercise of vested
stock optlons

. . ' LEN
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(1) Mr. Hodge s ownershlp 1ncludes 8,103 shares ‘which may be acqulred pursuam 10 the exercise of stock options.
(12) Mrs. Holleran's 40,003 shares.are held in a révocable trust. -

(13} Mr.'Hunt has decided to not stand for reelection as a director and his term as a director will end on May 7, 2007 at
-« 'the Annual Meeting.'Mr. Hunt's ownership includes 224,000 shares held sclely by his spouse. Also includes
119,188 shares held in trust for his children and ‘49,422 shares which may be acquired pursuant to the exercise of

1 vested stock options. , R
(14) Mr. Kooyker's ownershlp 1ncludes‘ 194, 91 1 shares held _|omlly wnh his spouse and 161,685 shares held in trusts for
"his children. T

(15) Mr. Lesher's ownershlp inctudes 9,040 shares held i in an IRA 42,758 shares held jointly with his spouse and 5,425
shares held solely by his spouse.

(16) Mr. Nugem s ownership includes 55,078 shares held so]cly by his spouse. Also includes 25,972 shares held in
. Fulton Financial Corporations Profit Sharing Plan ll 383 sharee held in an IRA and 273,837 shares which may
be acqmred pursuant to the exercise of vested stock opuons

(l7) Mr. Opatut's OWl'lel'Shlp mcludes 46,681 shares he]d in varlous IRA accounts, 188,122 shares held jointly with his
spouse and 5,095 shares held solely by his spouse.” Also includes 64,060 shares owned by a limited hablhty
company of which Mr. Opatut isa managmg member.

(18) Mr. Shirk's ownershlp mcludes 17, 131 shares held solely by his spouse and 3,618 shares held as custodlan for his
. child. Also includes 3,256 shares held,in a trust..

(19)+ Mr. Shreiner's ownership includes. 101,145 shares held jointly with his spouse and 179,130 shares which may
be acquired pursuant to the exercise of vested stock options.

(20) Mr. Smith's ownership incledes 287 shares held solely by his child. Also includes 18,956 shares held in Fulton
Financial Corporation's Profit Sharing Plan and.318,261 shires which may be acquired pursuant to the exercise of
vested stock options.

(21) Mr. Stewart's ownership includes 89,635 ‘shares-held in a- g'ramor'retamed anndity trist and 89,283 shares held in
the ‘Stewart Foundation. Mr. Stewart dlsclmms benéficial -ownership of any "of these shares beyond his pro'rata

4

.~ interest in the Foundation. T ~ T N VLA & S BN ‘
(22) Mr. Wenger's ownership includes 34,383 sharés held ‘jointly with his- spouse, -17,021- shafés held: in Fulton
Financial Corporation's Profit Sharing Plan and 144,665 shares which may be acquired pursuant to the exercise of
vested stock options. Also includes 2,228 shares held in Fulton Financial Corporanon s Profit Sharlng Plan for his
spouse and 436 shares held as custodian for his children. '




INFORMATION CONCERNING COMPENSATION

Named Executive Ofﬁcers

statement: )
Name

R. Scott Smith, Jr.

Charles J. Nugent

Richard J. Ashby, Jr.

James E. Shr'ein'é;

E. Philip Wenger

Y

Age

60

58

62

57

49

. The following persons are the named executive ofﬁcers of Fulton Fmanc1al Corporation-for this proxy

.

Office Held and Term of Office. -

Chairman of the Board, President and Chicf Executive Officer
,of Fulton Flnanc:lal Corporation since January 2006; previously
" President and Chief Operating Officer of Fulton Financial
Corporation from 2001 to 2005; and Executive Vice President
of Fulton Financial Corporation and Chairman, President and
Chief Executive Ofﬁccr of Fulton Bank from 1998 to 200]

Senior Executlve Vice President and Chief Financial Officer of
"Fulton Financial Corporation since Januvary 2001; previously
Executive Vice President and Chief Financial Of’ﬁcer of Fulton
Fmancxal Corporation from 1992 10 2001. ’

Senior Executive Vice President of Fulton’ Financial
Corporation since January 2006 and Chairman and Chief
Executive Officer of Fulton Financial Advisors, National
Association since October 2006; previously Executive Vice
President -of Fulton Financial Corporation and Chairman and
Chief Executive Officer of Fulton Bank from 2003 to 20035;
Chairman, President and Chief Executive Officer of Fulton
Bank; President and Chief Operating Officer of Fulton Bank
from 1999 to 2003; and Chairman of the Board, President and
. Chief Executive Officer of Lafayctte Ambassador Bank from
1991 to 1999.

" Senior. Exetcutive Vice President of Fulton Financial

Corporation since January 2006; previously .Executive Vice
President of Fulton Financial Corporation and Executive Vice

" President of Fulton Bank frora 2000 to 2005.

Senior Executive Vice of Fulton Financial Corporation since
January 2006 and'Chairman 'of Filton Bank since October
2006; previously Chairman and Chief Executive Officer of

v Fulton Bank from January 2006 to October 2006; President and

Chief Operating Officer of Fulton Bank 'from 2003 to 2006;
and Senior Executive Vice-President the Lancaster, York and
Chester Counties Division of Fulton Bank from 2001 to 2003,

(1) Craig H. Hili, age 52, Senior Executive Vice, President of Fulton Financial Corporation - Human Resources
since November 2005 and Executive Vice President/Director of Human Resources from 1992 to November 2005,
is a Fulton Financial Corporation executive officer, but is not required to be included as a named executive officer
in this proxy statement and thus is not included in compensation tables or other parts of this document.
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Compensation Discussion and Analysis : - o : ‘

Introduction and Qverview,

Objectives. The primary objectives of the Fulton Financial Corporation executive compensation
program are to:

’
.

- Provide ar com’petitive level of executive combenSation;

- Provide compensation that promotes Fulton Fmanc1al Corporation's - fundamental business
i . objectives and strategy, ’

- 'Prowde executives with forms of compensation, including equity compensation,. that align the

interests of management wnth Fulton Financial Corporation’s shareholders ‘

O" “ ' ¥

- Provnde approprlate allocations between short- term and Iong-term eompensatlon and equity and
non-equity compensation; and .

.

- Improve Fulton Financial Corporation’s ability to attract and retain key executwe talent as it
continues to grow outSIde of its hlstoncal footprint into more competitive markets.

Committee Membership and Role. Each member of the Executive Compensation Committee
(“Compensation Committee™) qualifies as an independent director under the NASDAQ listing standards. The
Compensation Commlttee 1s currently comprlsed of five. 1ndependent directors, including a committee Chair
and, Vice Chair, all of whom are elected annually by Fulton Financial Corporation’s Board of Directors.
There are no mterlockmg relatlonshlps as defined in the regulations of the Securities and Exchange
Commission (“SEC”), involving members of the Compensation Committee. For a further discussion on
director independence, see the “Information about Nominees, Continuing Dlrectors and lndependence
Standards” section on page 5 of this proxy statement.

ok

Pursuant to its charter whlch is availabié on Fulton Financial Corporation’s website at www.fult.com,
the role of the Compensatlon Committee is to assist the Board of Directors of Fulton Financial Corporation in
evaluanng and setting salaries, bonuses and other compensation of Messrs. Smith, Ashby, Nugent, Shreiner
and Wenger (“Senior Management or the "Executives” and individually the “Executive™), to admmlster
Fulton Financial Corporation’s equity and other compensation plans (except those plans in Wth]‘l ‘all
employees may participate), and to take such other actions, within the scope of its charter, as the
Compensation Committee deems necessary and appropnate

Al 1

Thc Compensation Comr_nittee has the power to appoint subcommittees, but no subcommittee has any
final decision-making authority on behalf of the Compensation Committee or the Board. The Compensation
Committee relies upon such performance data, statistical information and other data regarding executive
compensation programs, including information provided by Fulton Financial Corporation’s Human Resources
Department, Fulton Financial Corporation’s officers and outside advisors, as it deems appropriate. The
Compensation Committee has unrestricted access to individual members of management and employees and
may ask them !0 attend any committee meetlng or to meet with any members of the Compensation Committee.
The Compensatlon Committee has the power and discretion to retain, at Fulton Financial Corporation’s
expense, such independent. counsel and other advisors and experts as it deems necessary or appropriate to carry
out its duties. . . y

i - .
¢ 1

Fulton Financial Corporation’s compensation program is a continuing process throughout the year,
and the Compensation Committee meets as often and at such times as the Chair or the Vice Chair (in the
absence of the Chair) or a majority of the Committee determines. A special meeting of the Committee may be
called by the Chair or the Vice Chair (in the absence of the Chair} or upon the request of any two Committee

5
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members to discuss compensation matters. Management plays a significant role in recommending agenda
items for these meetings and by gathering and producing information for committee meetings. As requested,
the Chief Executive Officer and other members of Senior Management participate in committee meetings to
provide background information, compensation recommendations, performance evaluations and other items
requested by the Chair or the other members of the Compensation Commitiee.

t o - 3
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Compensalion Philgsophy. The overall compensation program is designed to enable Fulton Financial
Corporation to achieve the compensation objectives listed above. For,2006, the Board of Directors determined
the compensation for Senior Management of Fulton Financial Corporatton after recelvmg recommendations
from the Compensation Committee based upon external salary comparisons of certain peer institutions and
individual performance. Fulton Financial Corporation’s executive compensation program is based, to a
significant degree, on peer information, because the Compensation Committee believes that Fulton Financial
Corporation must offer competitive conipensation in order to recruit and retain qualified executive officers.
The Compensation Committee ,endorses the philosophy that executive compensation’ should reflect Fulton
Financial Corporation's overall performance and the contrtbutlon of its Executives to that performance. The
executive compensation program is ‘designed' to sipport Fulton Financial Corporatlon s‘ core values and
strategic objectives. S : -

Use of Consitltants, The Compensat1on Commtttee retamed an external compensatlon consultant the
Hay Group, in 2005 and’ 2006 to réview' ‘certain aspects ‘of executive compensation and obtain
recommendations for updates to Fulton F llnanc1al Corporation’s compensation programs. This included a base
salary review and assistance with the creation of a new performance based bonus plan. Compensatton reviews
like this one cover in detail only those individuals for whom compensatlon information is disclosed publlcly
Asa result these studies typlcally include’ only the most highly compensated members of a company’s senior
management The overall ‘results of " this information prov1ded the starting point for the Compensation
Committee analysis. Sevéral of these recommiendations were 1mplemented in 2006, mcludmg new employment
agreements "with Senior Management and a variable bonus compensatlon plan (“Varlable Compensatlon Bonus
Plan™) that are both described in thore detail bélow.

PN N e oL,

Evaluation of Executives. In makmg recommendations to the Board of Directors regarding the
approprlate levels of executwe compensatlon for 2006, the Compensation Committee considered the individual
performance factors estabhshed for each Executwe under the Varigble Compensation Bonus Plan. With regard
to the compensation pald to the Executives “other than the Chief Execiitive Officer, "the Compensation
Committe¢ con51dered its own perceptlons of the performance of ‘each Executive, and reviewed information
provtded by the Chief Executwe Officer *as to each executive officer's level 6f individual performance
attainmerit of performance goals, contribution to the orgamzatlon and salary history during the past four years
With regard to the compensation paid to the Chief Executive Officer, the Compensation Committee considered
his performance level, attainment of performance goals, results of management decisions made by the Chief
Executive Officer, the carnings of Fulton Financial Corporation during the previcus year and other factors. The
Compensatlon Committee’ reviewed the amounts payable under each individual element of* compensation as
well as in the aggregate for eachimember of Senior Management and concluded that the individual elements
-of; and total aggregate compensatlon patd to each Executivé were appropnate T e

n (RN}

- - N

Use of Péer Groups. The Compensatlon Committee has used peer groups of d1fferent bank holding
companies over the last few years for purposes “6f making a comparatlve analySIs of compensat1on of Fulton
Financial- Corporatlon and its peers and for other compensation program purposes "The peer ‘group includes
bank hélding companies that are' members of the peer group useéd'by Fuiton Financial Corporation for purposes
of the Performance Graph included in the 2006 Annual Report (the “Performance Peer Group™) and is also
used to determine the annual option awards as discussed below. The Performance Peer Group includes bank
holding companies that, at the time’ of selection in 2004,' were comparable to Fulton Financial Corporation in
terms of asset size, although’ they were not necessarlly comparable in terms of ﬁnancral performance

' PR ooy, f , '
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For the evaluation of the base salaries of the Executives, the Hay Group developed a second; smaller
peer group (the “Comparator Peer Group "), which consists of several of the members from the Performance
Peer Group plus other financial- service companies. The Comparator Peer Group members were selected
because each had a median total assét size of approximately $15.5 billion, similar to-Fulton Financial
Corporatién based on 2006 -data, and'weré closer geographically or in other respects comparable to Fulton
Financial Corporatlon "The" Lomparator Peer Group was used to'determine competitive' compensation for
executives in orgarizations similar in size and:scope to Fulton Financial Corporation. When a peer group
member announces that it is being acquired, it is either deleted froin the Performance Peer Group and
Comparator Peer Group, or replaced, as approptiate. The current members of two peer groups are: .. i

q

E " " Peér Group Table* ~ ' '

- O v
1 ' - A . .
- - N .- . .

Peer Group Member (Stock Syimbal) ' o Performance Comparator
Associated Bancorp (ASBC) - ) ' X ' X'
Bancoip South, Inc. (BXS) o ) ) )
Bank of Hawaii- Corporauon (_BOH)
BOK Financial Corporanon (BOKF)
Citizens Banklng Corporatmn (CBCF)
City National Corporauon (CYN) )

+ . |The Colonial BancGroup, Inc. (CNB)
Commerce Bancorp, [nc. (CBH) ’ { : . WX L .

S ER PO PO PR P

>
>

Commerce Bancshares, In¢. (CBSH)
Compass Bancshares, Inc. (CBSS) .. L. s ¢ v X . : 0
» Cullen/Frost Bankers, In¢. (CFR) < ' o " ‘ :
First Citizens BancShares,'lic. (FCNCA)
First Horizon National Bank (FHN) -~ ' : 4 ' .
"First Midwest Bancorp, Inc.'(FMBI) - ) : X
First Repul:;lic Bank (FRC)* X
FirstMerit Corpomuon (FMER) . . . X e
. ' . x Ml
X

-

P
>
-

W, CRER 2

Greater Bay Bancorp (GBBK) g
*International Bancshares Corporatlon (IBOC)
Mercantile Bankshares Corp. (MRBK) e X** ] X
Northwest Bancorp, Inc. (NWS$B) '
Old National Bancorp {ONB) . X
Sky Financial Group, Inc. (SKYF) . . _' _ X**
The South Financial Group, Inc. (TSFG) - - X
Susquehanna Bancshares, Inc. (SUSQ) X
TCF l;-"inancial Corporation (TCB) X : ) :
Trustmark Corporation (TRMK) - . X . : v e

X

X

X

™

3 E PP

UMB Financial Corporation (UMBF)

United Bankshares, Inc. (UBS[} . LU X [ oo
Valley National Bancorp (VLY) ) e  E I A ‘
Webster Financial Corp. (WBS) : K i e e P X ' ’
Whitney Holding Corporation (WTNY) s . X c : . : -
Wilmington Trust Corporation (WL} i LoX ] X ) R : *
*Members as of 12/31/2006. o R

** Were members of the 2006 Perforrnance Pecr Group, but deleted for 2007 because Mercannle was acquired by PNC and Sky
Financial Group Inc. isin the  process of'bemg ﬂcqmrcd by Hunungton Bancshares . . - .

ro, - *
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Elements of Executive Compensation

The Fulton Financial Corporation compensation review process consists of establishing targeted
overall compensation for each member of Senior Management and then allocating that compensation among
base salary, incentive compensation and equity awards. The Compensation Committee determined the amount
of each type of compensation for Senior Management by reviewing publicly availabie information regarding
other companies for base salary; by assessing possible demand for the Executives by competitors and other
companies; by evaluating the compensation appropriate to attract executives to Lancaster, Pennsylvania; by
consulting with outside compensation consulting firms; and by consulting with the Chief Executive Officer
with respect to the other Executives. After the Variable-Compensation Bonus Plan was introduced, and based
on the January 2007 review of base salaries, the Compensation Committee concluded that Fulton Financial
Corporation's program was well balanced between cash, non-cash and incentive elements and that the base
salaries of the Executives were generally appropriate. Under Fulton Financial Corporation’s compensation
structure, the mix of base salary, bonus and equity compensation varies depending upon the Executive’s level.
Fulton Financial Corporation does not have a policy with regard to the allocation between cash and non-cash
compensation. In allecating compensation among these elements, Fulton Financial Corporation believes that
| the compensation of Senior Management, the level of management having the greatest ability to influence
| Fulton Financial Corporatlon s performance, should be predommately pcrformance-based while lower levels
of management should receive a greater portion of their compensation in base salary:

.

Fulton Financial Corporation’s executive compensation program currently’ provides a mix of base
salary, bonus plans, equity based plans, profit sharing, health plans and other beneﬁts as follows:

Base Salary. Base salary is a critical element of executive compensanon because it provides
Executives with a base level of monthly income. Fulton Financial _Corporation wants to provide Senior
Management with a level of assured cash compensation in the form of base salary appropriate for the person
and position. In 2005 and 2006, the Compensation Committee retained the Hay Group for a review of the
annual base pay of the Executives to insure a competitive market pay position. This review compared each
Executive’s level of compensation to similar executives in the Comparator Peer Group discussed above. The
methodology utilized by the Hay Group also considered salary data from its financial services database. In
December 2005, after an analysis and review by the Compensation Committee, the 2006 salaries for the
Executives were set. The 2007 salaries for the Executives were reviewed and set in January 2007. The 2006
base salarics as of December 31, 2006, and the 2007 base salaries effective as of January 1, 2007, are noted
below in the Summary Compensation Table on page 24.

Holiday Bonus. In 2006, as in prior years and as recommended by the Human Resources Commiittee,
Fulton Financial Corporation’s Board of Directors awarded a broad based holiday bonus to all-employees.
Some affiliate banks such as Resource Bank, The Columbia Bank and Somerset Valley Bank, were excluded
| in 2006 because employees of these affiliate banks received payments under certain bonus programs that
I existed prior to the acquisition of the affiliate banks and which Fulton Financial Corporation agreed to
| continue for a specified period after the merger. The holiday bonus consists of a two-week bonus payment paid
during a pay period in December. New employees hired during 2006 who started before October 1st
participated in the program on a pro rata basis. The Executives participated in this bonus plan in 2006, and the
amounts paid to each are reflected in the bonus column of the Summary Compensation Table below. The
Compensation Committee has decided to discontinue this practice for the Executives and other officers who
| participate in the Variable Compensation Bonus Plan. However, the Human Resources Committee will |
| continue to review annually the payment for all other eligible officers and employees and approve a holiday
| bonus payment if appropriate.

Variable Compensation Bonus_Plan. The Compensation Committee believes that annual
performance-based bonuses are valuable in recognizing and rewarding individual achievement. On May 30,
2006, Fulton Financial Corporation’s Board of Directors approved, with the recommendation of the
Compensation Comemittee, a cash incentive compensation structure that rewards the Executives for achieving
individual goals and a designated earnings per share threshold compared to Fulton Financial Corporation’s
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Performance Peer Group. This peer group was selected because it represents nationally a broad cross section

of companies similar in size to Fulton Financial Corporation. .Under the Variable Compensation Bonus Plan, if -

the ecarnings per share threshold is achieved, cach Executive is eligible to receive a payout for fiscal year 2006
of at least a pre-set minimum,.with the possibility of achieving a higher.amount, up to a pre-set maximum.- 1f
the performance trigger is met,-the threshold bonus for Mr. Smith is 25% of base salary, 50% of base salary for
a target bonus and 100% of base salary for a maximum bonus. For the other members of Senior Management,
the threshold bonus is 17.5% of base salary, 35% of basec salary for a target bonus and 60%-of each officer’s
“base salary for.a maximum bonus. However, the Executives 2006-base satary calculation includes the 2006
holiday bonus, which was discontinued after 2006 for. the Executives: The final amount to bc earncd by each
Executive is to be determined by Fulton Financial Corporation’s performance compared to its Performance
Peer Group in certain predetermined financial categories and the subjective determination of each Exccutive’s
performance in certain non-financial categories such as employce and customer satisfaction and community-
involvement. Based on the recommendation of the Compensation. Committee,- Senior Management, has
extended part1c1pat10n in this plan to certain other officers of Fulton Financial Corporation and 1ts subsidiaries.

Options and Restracted Shares. The Compensatlon Commmee belleves equity- bascd compensatlon
makes the Executives and other eligible officers “think like-owners” and therefore aligns their interests with
those of sharcholders. Pursuant to the 2004 Stock Option and Compénsation Plan. (the “2004 Option Plan™)
approved by the Board 'of Directors on October 21,-2003, and by shareholders at the 2004 Annual Meeting,
Fulton Financial Corporation is authorized to award incentive stock options, non-qualified stock options and.
restricted stock to key employees.of Fulton Financial Corporation, its affiliate banks and-its other subsidiarics.
Stock options enable the recipicnts to purchase common stock at the fair market value of the common stock on
the designated grant date. The total number of options available for grant in any calendar.ycar is determined
based on the performance of Fulton Financial Corporation; measured in terms of total sharcholder return for
the immediately ‘preceding five-year period relative to the Performance Peer Group as outlmed in section 5.04
of the 2004 Option Plan. . N '

The mdwxdual awards of stock optlons made to lhe Executlves and other ellglblc ofﬂcers of Fulton
Financial Corporation during 2006 were determined by the Board of Dircetors based on recommendatlons‘of
the Compensation Committec and management. In makmg such recommendations, the Compcnsatlon
Committee considered the totd]l number of options to be granted and the profitability of Fulton Financial
Corporation, as-well as information provided by the Chief Executive Officer concerning the level of+individual
performance and contribution to the organization of each,of the other Exccutives. The Compensation
Committee did not establish specific target levels for individual performance or corporate profitability. The
Compensation Committee believes, however, that awards of stock :options and restricted stock- are an
appropriate means of compensating the Exccutives and other officers based on the performance of Fulton
Financial Corporation because the,combination has .enabled Fulton Finarcial Corporation to retain key
management people and recruit effectively for qualified outside candidates. ,In order to remain competitive,
however, the Compensation Committee continues to monitor the compensation offered to the Exccutives.

: , ~ . ' I . : .

- Employee Stock Purchéiise Plan. The Employee Stock: Purchase Plan ‘is ‘designed to advance ‘the
interests of Fulton Financial Corporation and its shareholders. by encouraging Fulton Financial Corporation’s
employces and the employees of its affiliates to acquire a stake in the future of Fuiton Financial Corporation
by purchasing shares of the common stock of Fulton Financial Corporation. The Employee Stock Purchase
Plan is proposcd to be-amended and restated to add. an additional. 1,500,000 shares to the plan. More detail
concerning the Employee Stock Purchase Plan proposal is contained- in the “Amendment of the Employee
Stock Purchase Plan” section-at page 36 of this proxy statement.

. Profit Sharing Plan. -Fulton Financial Corporation maintains a'qualified defined contribution plan (the
“Profit Sharing Plan”) under which employer contributions are based on’a formula providing for an amount not
to exceed 15% of each cligible employee’s-annual salary (10% for employees hired subsequent to January 1,
1996). All thé Exccutives participate in the’ Profit Sharing Plan. Prior to‘2007, partic¢ipants' wére 100% cliff
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vested in balances after five years of cligible service. Because of recent changes in laws and régulations, the
Profit Sharing Plan’ was amended, effective Janbary 2, 2007, to provide: for vesting-of all participants on a?
graded vesting schedule of 25% vested in balances after two years, 50% vested: in balances-after three years;
75% vested in balances after four years-and 100% vested in balances after five years of eligible service, In
addition, the Profit Sharing Plan includés a 401(k) feature, which allows employees to defer a portion of their
pre-tax salary on an annual basis, with no employer match. Employee contributions under this feature are
100% vested. The Profit Sharing Plan covers' substantially all eligible employees of Fulton Financial
Corporation and its wholly'owned subsidiaries, including the Executives, who are not covered under Fuiton’
Financial Corporation’s other defined'benefit and-401(k) plans’and who have either (1) completed one year of
service upon attaining age 21; or(2) have completed three years of service. The Profit Sharing Plan is subject
to the applicable provisions ‘of  the Employee :Retirement Income -Security Act ‘of 1974, as aménded.’
Participants direct the investment of:their contributions into various investment optwns offered by the Profit.
Sharing Plan, including Fulton F manmal Corporation common stock.. - .+ = £ o

. ' I
‘ cor ‘ . - = I

Dezerred Comgensanon Agreemems. In July 2006, the Board of Directors of Fulton Fmanual
Corporation approved changes to Fulton: Financial Corporation’s’'nonqualified deferred compensation plans
prompted by new nonquatified deferred compensation rules under Internal Revenue Code Section 409A..
Fulton Financial. Corporation’s nonqualified deferred compensation plans include (1) the” Fulton-Financial.
Corporation Deferred Compensation’ Plan, under which Directors and advisory board members can elect to
defer receipt of fees and select management employees can elect to defer receipt of cash compensation, and (2)
a series of essentially identical Supplemental Executive Retirement Plan Agreements entered into with a select'
group of senior managers, including Senior Management,. for the purpose of crediting them with full.
contributions each year equal to the contributions they would have otherwise been eligible to receive under the
Fulton Financial Corporation Profit Sharing. Plan, except for Internal Revenue Code limits on the amount of
compensation that can be taken into account under a tax-qualified retirement plan. Effective January 1, 2006,
the deferred compensation plan accounts of each participant were held and invested under the newly-.
established Fulton Financial Corporation Nonqualified Deferred Compensation Benefits Trust with Fulton
Financial ‘Advisors serving as the Trustee The pamcrpants are permitted to direct individually the mvestmcnt
of the defefred amounts into various mvestment optlons 1n the Deferred Compensatlon Plan ! S

L L

Defi ned Benefit- Pension Plans. Fulton Financial Corporation and Fulton Bank do not have defined
benefit pension plans, but plans have been acquired in different merger transactions (the “Affiliate Plan”) by?
Fulton Financial Corporation. Contributions are determined actuariatly and funded annually, and Affiliate Plan
assets are invested in money markets, fixed income securities, including corporate bonds, U.S. Treasury-
securities.and common trust funds, and equity securities, including common stocks and common stock mutual
funds. The Affiliate Plan is closed to new participants, but existing participants continue to accrue benefits
according to the terms of the Affiliate Plan, ‘Employees covered under the Affiliate Plan are also eligible to
participate in the Fulton Financial Affiliate 401(k) Savings:Plan, which allows employees to defer a-portion of
their pre-tax salary on an annual basis. At its discretion, Fulton Financial Corporation may also make a‘
matching contribution up to 3%. Participants are 100% vested in Fulton Financial Corporation’s matching
contributions after three years of eligible service. Mr. Ashby.is the only Executive who has participated in the
Affiliate Plan, but he no longer-accrues benefits in the Pension Plan, and Mr. Ashby does not parncrpate in the
Fulton Fmancral Affiliate 401(k) Savmgs Plan. ., TR e Lt ; -

T Surwvors Benef' ¢ Life nsurance 'and Other Death Benefits. Officers of Fulton Financial. Corporatlon
and certain of its bank subsidiaries as of April 1, 1992, who'had been employed: by’ Fulton Financial
Corporation for at least five years as of that date, are eligible to participate in a survivors' benefit program:
This program provides the employee's spouse, in the event of the employee's death prior to retirement, with an
annual income ¢qual to the lesser of $25,000 or 25 percent of the employee's final annual salary.  This benefit
is paid from the date of death. until the employee's 65th birthday with a. minimum of ten annual payments.
Messrs. Smith, Ashby, Shreiner and, Wenger- participate in this program. In addition,- after an .initial
probationary period, most employees, but not the Executives, are automatically eligible to participate in a
company paid group term life insurance and/or accidental death insurance program with a death benefit of
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twice salary while employed with Fulton Financial Corporation. The estates of the Executives would 'receive a
similar twice salary payment from Fuiton Financial Corporation pursuant to-individual Death Benefit
Agreements between Fulton Financial Corporation and cach Executive, should the Executive die while
actively employed by Fulton Financial Corporation. The benefit payable by Fulton Financial Corporation
under the Death Benefit Agreements is such amount after the assessment of individual income taxes at all
taxation levels to which the benefit is subject and twice the annual base salary of the Executive at the time of
his death. Upon the Executive’s retirement, the post retirement benefit payable upon the individual’s death is
reduced to $5,000,

. . . PN V.
1 . ¥ -y .

Hea[th Dental and Vision Benefits. At a level equal to atl employees Fulton Fmancral Corporauon
offers a comprehensive benefits package for health, dental and vision insurance coverage to all full time
employees, including the Executlves their spouses and children. Fulton Financial Corporatlon pays a portion
of the premiums for the coverage selected, and the amount paid varies with each health, dcntal and vision plan.
Al of the Executrves have elected one of the standard coverage plans avarlable

i

"Reétiree Benefit Payments. Fulton Financial Corporation does not provide post retirement medical,
dental and vision benefits to full time employees of Fulton Financial Corporation and its affiliates who were
hired or acquired after December 31, 1997. Employees who were hired or acquired prior to January 1, 1998,
and ‘who' retire on or after the attainment of age 55 with at least 10 years of full time service are el|g1ble for
poét retirement benefits. Post retirement benefits include health insurance coverage plus life insurance benefits.
The level of coverage and the cost to the retiree depends on' the retiree’s date of retirement-and completed
years of service after attainment of agé 40. As a result of their length of sérvice with Fulton Financial
Corporatron the Executives are eligible to receive these post retirement benefits at an annual cost to the
Executwe 51m|lar to other employees with the same years of service. - oo . .

L4

1 e ' f P Ll ' .
Other Execut.rve Benefits. Fulton Fman‘cral Corporatlon provides the Executives with perquisites and
other personal benefits that the Compensation Committee believes are reasonable and.consistent ‘with the
overall compensation program for the Chief Executive Officer and the other Executives, The 2006 amounts are
included. in the All Other Income column of the Summary Compensation Table on page 24 of this proxy
statement. These benefits enable Fulton.Financial Corporation to attract and retain talented senior cxecutive
employees for key positions, as well as provide Executives and other senior officers with opportunities to be
involved in their communities and directly interact with current and prospective customers of Fulton Financial
Corporation. The Executives are provided with Fulton Financial Corporation’ owned automobiles, club
membershlps and other executive benefits consistent with their office and position. In addition, if spouses
accompany an Executive when traveling on business or attending a corporate ¢vent, Fulton Financial
Corporation pays the travel and other expenses associated with spousal travel for the Executrve These
additional spousal travel items are mcluded as part of the Executive’ $ reported W-21i lncome and the Executive
pays mcome taxes on the amounts

S .- oo '

. 3 W

" Emplo‘vment A’greements'ﬂi Se'verance Agreements -

. .
! -l

" Senior Management and other employees have burlt Fulton F1nanc1al Corporatlon into the successful
enterpnse that it is today, and the' Compensation Committee belreves that it is rmplortant to protect them i 1n the
event of a change in control. Further, Fulton Financial Corporatron believes that the'interests of shareholders
will be best served, if the interests of Senior Management are aligned with them, and providing change in
control benefits should eliminate or mitigate any reluctance of Senior Management to pursue potential change
in control transactions that may be in the best interests of shareholders. Fulton. Fmancral Corporation believes
that these potential change in control beneﬁts are reasonable relative to the overall value of Fulton F1nanc1al
Corporat1on

R .

+ - +
.

A ' . .

', Fulton Flnanc1al Corporatlon belreves that companies should provide reasonable severance benefits to
employees. These severance arrangements are intended to provide the Executives and other employees with a
sense of security in making the commitment to dedicate their professional careers to the success of Fulton
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Financial Corporation. With respect to Scnior Managemint, these severance benefits should reflect the fact
that it may be difficult for them to find comparable employment within a reasonable period of time.

y On May 30, 2006, Fulton Financial' Corporation’s Board' of Directors approved, with the
recommendation of the Compensation Committee and the' Hay Group, a form of employment agreement to be
used for Fulton Financial Corporation’s current and future senior executive officers, including its Chief
Exccutive Officer, President, Chicf Financial Officer and Scnior Exccutive Vice Presidents. The employment
agreement may be given to other senior officers of Fulton Financial Corporation and its subsidiaries in the
future. Fulton Financial Corporation previously had entered into  severance agreements with the
Executives. Under the terms of those prior severance a'grcemcnts,'ccrtaiﬁ severance benefits were payable in
the event an Exccutive resigns or is discharged other than for causc following, and for reasons relating to, a
change in control of Fulton Financial Corporation. Specifically, in the event of such a dlschargc or re51gnat1on
the Executive would have been entitled to receive from Fulton Financial Corporatlon for a specific pcnod of
time, benefits consisting of his then "effective base salary, certain fringe benefits in lieu of coverage under
employee benefit plans and a supplemental retirement benefit in lieu of his contmumg_., partlmpatlon in Fulton
Financial Corporation’s employee retirement plans.

\ Effeétive June 1 2006, all the Executives entered into new‘empl{oymeni agreements (“Erﬁploy;ment
Agreements ") with Fulton Financial Corporatlon that replaced the above severance agreements. The form of
Employment Agreement was filed as an exhibit to Fulton Financial Corporallon s, Quarterly Report on Form
10-Q for the quarter ended Junc 30, 2006. The term of each Executive’s Employment Agreement commenced
when the agreement was cxecuted and continues until terminated according to its terms. The individual
agreement with cach Executive does not have a term of years, The Executive receives a base salary, which is
set annually, and is entitled to participate in Fulton Financial Corporation’s bonus and incentive compensation
programs as in effect from time to time. The Executive also is entitled to participate in Fulton Financial
Corporation’s retirement plans, welfare benefit plans and other benefit programs. In addition, Mr. Ashby’s
Employment Agreeiment incorporates a-Deferred Compensation Agreement dated April 7, 1992, filed as an
exhibit to Fulton Financial Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31,
2006, which provided Mr. Ashby an additional non-qualified retirement beneﬁt while he was an emponee of
Lafayette Ambassador Bank' from 1992 to 1998 '

If an Executive voluntarlly terminates’ his cmployment, other than for “Good Reason,” as defined in
the Employment Agreements, or retirement at age 65, the Executive is entitled to receive hi§ basc 'salary
through the effective date of termination plus all accrued and unpaid benefits and vested benefits in accordance
with the applicable employee benefit plan terms. If the Executive terminates his employment for “Good
Reason” or is terminated without cause, as definéd in the Employmcnt Agreements, he is entitled to receive his
base salary and, in the sole discretion of Fulton Financial Corporation, he also may réceive an additional cash
bonus, for a specified period of time. For Messrs. Smith, Nugent and Ashby, that period is two years. For the
other Executives, that period is one year. The Execuitive also’ woald continue to part|c1patc in employee
benefit plans for which they are eligible during the specified time period. If the Executive is not eligible to
contmue to participate in any employee benefit plan, he will be compensated on an annual basis for such plan
at Fulton Financial Corporauon s cost plus a gross up for any taxes applicable thereto o

The Employment Agreements also prowde that, following an Exccutlve s total dlsabxhty or death
during the term, the Exccutive’s employment will terminate; and Fulton Financial Corporatlon will pay the
Executive all amounts accrued under the agreement as of the date of such termination.' In the event of the
Executive’s disability, Fulton Financial Corporation must pay the Executive at least six months’ base salary.
Thereafter, for as long as the Executive continues to be disabled, Fulton Financial Corporation will continue to
pay the Executive at least 60% of the base salary until the carlier of the Executive’s death or December 31 of
the calendar year in which the Executive attains age’ 65. To the extent it does not duplicate benefits already
being provided, an Exccutive will also receivé' those benefits customarily provided by Fulton Financial
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Corporation to disabled former employees, ‘which.benefits shall ‘include, but-shall not be limited to, life,

medical, health, accident insurance and a survivor's income benefit.- - =~ . ¢ o

The Employment Agreements with Messrs. Shreiner and Wenger contain restrlcuons on the sharmg of
confidential information as well as non-competition and non:-solicitation covenants for onc year. Messrs.
Smith, Nugent and Ashby in their Employment Agreéements have agreed to restrictions on the sharing of
confidential information as well as non- competition and non-solicitation covenants for two years. The non-
competition and non-solicitation covenants will not apply if the Executive leaves for “Good Reason” or if hls
employment is terminated without cause. R _ b - '

[f, during the ninety day period before a “Change in Control,” as defined in the Employmcnt
Agreements, and ending two years after such Change in Control, the Executive is terminated by Fulton
Financial Corporation without cause or the Executive resngns for good reason, Fulton Fmanc1al Corporation
will pay the Executive a multlple of thc sum of l‘llS base salary lmmedzately before the’ Change in Contro] and
the’ hlghest annual cash bonus or other 1ncent1ve eompensatton awarded ‘over the prior | three years The
multlple is three for Messrs Smlth Nugent and Ashby The multlplc is two for the other Executlves Falton
Financial Corporation will also pay that portion, if any, of Fulton FmanCIa] Corporatlon 5 contnbutlon to the
Executive’s 401(k), profit sharing, deferred compensation or other Similar individual account plan which is not
vested as of the date of termination of the Executive’s employment, plus a gross up for, any taxes applicable
thereto. The "Executive would continue to be el1glble to, receive all employee beneﬁts that the Executive was
receiving 1mmed1ately before such termination for a number of years cqual to the. multlple appllcable to such
Executive following termination. ,quton Fma_nc1al Corporation. will pay the. Executive that same number of
additional years of retirement plan contributions under each tax qualified or nonqualified defined contribution
type of retirement plan in- which the Executive was a participant immediately . prior to the Exccutive’s
termination or resignation and equal to the actuarial present value of such years of benefit accruals.

- The. Employment Agreemerits provide that, in the. event .any payment: or-distribution by Fulton
Financial Corporation to or for the benefit of an Executive would. be subject .to-excise tax as a “golden
parachute,” the Executive will- be entitled to receive an additional -payment. equal to: the .total excise tax’
imposed. The'determination that a “gross up" payment is required.and its- amount shall be. made by an’
accounting firm, and Fulton Financial Corporation'is respon51ble for- the accountmg f irm's fees and expenses.

o S IR ‘

P PostTermmanon Benefits - - . o Tt S Ty .

v The followmg lables and narratlves set forth the potential . post termination . beneﬁts payable to the
Executives, in a lump sum or.over a period of time, upon certain termination .events assuming that: the
Executive’s employment was terminated as of December 31, 2006, The Compensatlon Committee may in the
future, and at its discretion, revise, increase or decrease certain benefits to the Exccutives listed below if it
decms adVlsable e oo ‘

Termination For Cause. If an Executlves employment is tcrmmated for "Cause” as deﬁned in the
Employment Agreements, Fulton Financial Corporatlon shall not-thereafter be obligated to make any further
payments hereunder other than amounts (including salary, expense reimbursement, etc.) accrued under the.
Employment Agreements as of the date of such termination. ‘ ‘

Fermination Without Cause or for Good Reason - Before a Change in Control. If an Executive terminates
his employment for “Good Reason” as defined in the Employment Agreements, or his employment is terminated by
Fulton Financial Corporat:on “Without Cause™ as defined i in the Employment Agreements, he would,be entitled to
receive his basc salary and, in the sole discretion of Fulton F1nanc1al Corporat:on an additional cash bonus, for a
speCIﬁed penod of time. For Messrs Smlth Nugent and Ashby, that penod is two years For the other Executives,
that period is one year "The Employment Agrecments also prowde for other post termination benefits such as
medical, dental and vision benefits. Assuming that each Executive's employment was terminated Without Cause or




for Good Reason as of December 31, 2006, and assuming that Fulton Financial Corporation d:d not award a bonus,
each would have received the following post termination benefits:

Name Salary Health Benefits Total
Lump Sum Estimate . ,
() i (%) . %) "
R. Scott Smith, Jr. 1,469,892 ° - |’ 24,000 1,493,892
Charles J. Nugent ] 92I,3é4' 7 24,000 945,364 ‘
Richard J. Ashby, Jr. 780,000 24,000 804,000
James E. Shreiner 280.777 12,000 292,777
E. Phil'ip Wenger ‘ 309,056 . 12,000 ! 321,056

Yoluntary Termination. n the event an Executive's employment is voluntariiy terininated by the Executive
other than for “Good Reason” as defined in the Employment Agreements, Fulton Financial Corporanon is only
obligated to pay the Executive's base salary throug,h the effective date of Executive's termination date, together with
any applicable expense reimbursements and all accrued and unpaid benefits and vested beneﬁls in accordance w1th
the applicable employee benefit plans. No other payments arc rcqum:d :

Retirement. In the event an Exccutive terminates his employment due to retirement upon attaining age 65,
Fulton Financial Corporation is obligated to pay the Exccutive's base salary through the cffective date of the
Executive's retirement, togethir with any applicable expense reimbursemerits and all acerued and unpaid benefits
and vested benefits in accordance with the applicable employee benefit plans.” Assuming that ‘each Executive
attained the age of 65 and retired December 31, 2006, each would have received a lump sum payment of $25 for
cach year of service, a payment made to all retiring employees, plus each would have received retiree health benefits
at an annual estimated cost to Fulton Financial Corporation of approximately $3,100. -

Disability. Following an Executive's “Total Disability” as defined in the Employment Agreements, the
employment of the Executive will terminate automatically, in which event Fulton Financial Corporation is not
thereafter obligated to make any further payments thereunder other than amounts (including salary, expense
reimbursement, etc.) accrued as of the date of such termination, plus an amount equal to at least six months’ base
salary in effect immediately prior to the date of the disability. Thereafter, for as long as Executive continues to be
disabled, Fulton Financial Corporation shall continue to pay an amount equal to at least 60% of the basc salary in
effect immediately prior to the date of the Total Disability until the earlicr of the Executive’s death or December 31
of the calendar year in which the Executive attains age 65. Following a disability, Fulton Financial Corporation is
only required to provide health benefits for 18 months. Assuming that each Executive was disabled as of December
31, 2006, and the Total Disability lasted 18 months, each would have received the following disability benefits:

Salary - | Total Annual Disability Estimated Health
Name First Six Months Payments Until 65 Benefits for 18 Months Total
(%) (5 (3 3
R. Scott Smith, Jr. 367473 . 440968 18,000 ) 826,441
Charles J. Nugent i 230,341 - 276,409 ' 18,000 524,750
Richard J. Ashby, Jr. 195,000 234,000 18,000 ' 447,000
f James E. Shreiner 140,389 168,467 18,000 326,856
I E. Philip Wenger 154,528 185,434 18,000 357,962

Death. In the event of a termination of employment as a result of an Executive's death, the Executive's
| dependents, beneficiaries or estate, as the case > may be, will receive such survivor's income and other benefits as they
may be entitled under the terms of Fulton Financial Corporation’s benefit programs, which includes the $25,000
Survivors Benefit Life Insurance and the twice base salary amourit plus tax under the Death Benefit Agreement
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described above. Assuming that each Executive died as of December.3l 2006 each of theu’ estates or beneficiaries
would have received the following death benefits:

‘Survivors Benefit Life Death'Benefit Estimated Death -

Name Insurance ° . Agreement Payment. | Benefit Tax Gross Up Total

) (8 (5 5
R. Scott Smith, Jr. 25,000 1,469,892 1,001,345 2,496,237
Charles].-N'ugem' 1 25,000 ‘921,364 Y 627,667 - 1,574,031
Richard J. Ashby, Jr. 25,000 780,000 531,365, 1336365
James E. Shreiner , 25,000 561,554 ; 382,551 969,105
E. Philip Wenger 25,000 I 61R.112 <L 421081 1,064,193

Upon or After a Change in Control - Termination Without Cause or for Good Reason. If, during the ninety
day penod before a “Change in Contro!” as defined in the Employment Agreements and ending two years afier such
Change in Control, the Executive i termmated by Fulton Financiat Corporation without cause or the Executive
resigns for good reason, Fulton Financial Corporation w1ll pay the ‘Executive a multiple of the sum of his base salary
immediately before the Change in Control and the h1ghcst annual cash bonus or other incentive compensation
awa.rded over the prior three yéars. The multiple is threc for Messrs. Smith, Nugent and Ashby. The multiple is two
for the other Executives. The Employment Agreements prov1de for certain Other | post termmatlon beneflts such as up

2006, each Executive was termmated upon or after a Change in Control w1thout cause or for good reason, each
would have received the following post.termination benefits: | -

¢ +

Name Salary Cash Lump Sum of | -Tax Gross Health A‘ Clobs, +|. Value of Total '
Lump Bonus Future Up Benefits Cars & Option 3
Sum Lump Qualified and |- Estimate Other Vesting
N - Sum Non-qualified : il Benefits
] . Plans - . Estimate, | ‘ ) ) ,
& | 3 ($) $) (6] & &) %) _
R._Scott Smit.lll, Jr. 2,20_4,8_3_8 1,229,622 28?,.275‘ 1,53 l,506 .36,000 58,000 . 16,268 5,365,509
Charles J. Nugent 1,382,046 555,474 181,324 865,250 | . 36,000 58,000 12,732 3,090,826
‘Richard J. Ashby, 1| 70,000 [ 470,250 153,504 _ 727,972 36,000°1 - 58,000 12,732 2,628,458
James E. Shreiner s61.554 | 225702 76,147 | 337,066 | 24000 | 42,000 8,488 1,274,957
E. Philip Wenger 618,112 248,434 83,816 379,761 24,000 42,000 8,488 1,404,611

: 1 . ' .
0 ' '
- L] » ' 1

Determination of Amounts-and Formula for Each Element of Compensation

. Executive total compensanon is based on the job Complexlty and scope of the mdwndual posmons As
discussed above, base salary ranges have been set based upon a market analysis of similar positions in peer
companies and in consultation with an outside compensation consultant. The formula for Mr. Smith’s
Variabie Compensation Bonus Plan is based on a “scorecard” of four unequally weighted critical performance
factors. Afier an annual self-assessment by Mr. Smith, his overall performance was reviewed and ranked by
the Compensation Committee according to the following four categories: (i) below expectations; (it) making
progress; (it} what is expected; and (iv} excellént results. The four critical performance factors for Mr. Smith
for 2006 were: ! : . '

Financial Performance and Business Model - takes into account Fulton Financial Corporation's
eamings growth compared to the Performance Peer Group, its five-year total shareholder return and its
organic growth The Financial Performance and Business Model factor camed a 50% weight.

Risk Management - involves an assessment of net charge offs to average loans investment portfolio
perforrhance, and regulatory compliance. The Risk Management factor carried a 20% weight.T . - -
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Customer Centricity - includes evaluation of a customer service measurement and Fulton Partners’ fee
income. The Customer Centricity factor carried a 15% weight.- - . - RTINS

. Corporate Culture - consists of an evaluation of management succession, corporate diversity,
corporate reward strategy, employee morale/strategic people initiatives and community mvolvement
The Corporate Culture factor carried a 15% wetght :

[ !

Mr. Smith’s payout under this non-equity incentive plan was based upon a percentage. of his. 2006
annual salary of $763,213. For 2006 the Executives base salary calculation includes the 2006 holiday bonus,
which was discontinued afier 2006 for the Executives. The bonus plan is designed so that no bonus is paid.
unless Fulton Financial Corporation achieves a threshold performance metric as compared to the Performance
Peer Group and Mr. Smith meets certain threshold requirements of his scorecard. Mr. Smith’s 2006 bonus
plan was designed to pay 25% of base salary if threshold minimum requirements were met, 50% if target and
expected items were attained, and 100% (the maxi_rnum payout) for e)gceptio_nal performance.

The other Executives had similar scorccards for théir 2006 Variable Compensanon Bonus Plans w1th|
four unequally weighted critical performance factors, except that their scorecards included items related to
their positions. After an annual self-assessment by each other Executive, overall performance was, rewewed
and ranked by the Chief Executive Officer, then reported 1o the Compensatlon Comrhittee. After rev1ew1ng ‘and
discussing the proposed payouts recommended by the Chief Executive Ofﬁcer the Compensanon Commtttee
decided the ‘amount of the bonis for cach.Executive. The threshold ‘minimum, targe( and 1 maxnmum 2006
payouts for each of the Executlves are provnded in the Grants of P!an Based Awards Table. C

-t 4

On March 19, 2007, the Compensation Committee of the Board of Directors' of Fulton*Findncial
Corporation confirmed that Fulton Financial Corporation had achieved the designated earnings per share
threshold compared to the Performance Peer Group set for the Variable Compensation Bonus Plan approved in’
2006. The Compensation Committee then reviewed the 2006 scorecard for the Chief Exccutive Officer and his
individual critical performance factors pursuant to the Variable Compensation Bonus Plan. The Compensation
Commtttee also discussed the Chicf Exccutive Officer's recommendations with regard to the other Executives,
and asked the Chief Executive Officer about the individual performance of each other Executive in general and
under his individual 2006 scorecard. Based on the Compensation Committee’s review of the Exccutives’ 2006.
performance, and taking into consideration the Chief -Executive Officer's: recommendations to 'the
Compensation Committee with regard to the other Executives, the Compensation Committee approved the
Variable Bonus Compensation Plan cash 1ncent|ve compensation at the "target"” level amounts prev1ously set
for each of the Executives. . _ - -

On March 20, 2007, the Compensation Committee reported to the Board of Directors their decision
regarding the 2006 Variable Compensation Bonus Plan cash incentive compensation to the Executives. The
independent directors of the Board of Directors approved the recommendations of the Compensation
Committee and the 2006 Variable Compensation Bonus Plan award payments to-each of the Executives are as
listed in the Summary Compensation Table on page 24, - - L L A
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Other Elements and Conclusion - e o

162(m) and Tax Conseguences. Although Fulton  Financial Corporation takes into account
deductibility of compensation, tax deductibility is not a primary objective of its compensation programs.
Section 162(m) of the Internal Revenue Code disallows the deductibility by Fulton Financial Corporation of
any compensation over §I mllhon per year paid to certain members ‘of ' Senior‘Management .untess certain
criteria are satisfied. . . : o R e e Lt c

L) 1t

Discussion ot ognon gram t:mmg Fulton Financial Corporanon does not have a formal policy on
option granting or- required grant dates. However, the Compensation Committee-and Board of Directors
historically have met in June of each year to consider and award options to the Executives and other officers.

22




Fulton Financial Corporation does not back date options or grant them retroactively, and does not coordinate
..option grants with the release of positive or negative corporate news. The 2004 Option Plan does not permit
the award of discounted options, the reload of stock options or the re-pricing of stock options. Pursuant to the
terms of the 2004 Option Plan, option prices are determined based on the average of the high and low trading
price on the grant date. Historically, Fulton Financial Corporation has granted options on or about July 1, and
not on the date of the June meeting when action is taken by the Compensation Committee and Board of
Directors to grant each award..

Stock Ownership Guidelines. Fulton Financial Corporation believes that broad based stock ownership
by directors, officers and employees is an effective method to align the interests of its shareholders with the
interests of its directors, officers and employees. However, Fulton Financial Corporation does not have a
formal share ownership requirement defined for directors, or any group of officers or employees, at the present
time. ' :

Conclusion. The Compensation Committee believes that the amount and types of compensation
provided to the- Executives are appropriate, competitive and suitable to facilitate Fulton Financial
Corporation’s short and long-term objectives. The compensation programs approved and implemented by the
Compensation Committee were designed to provide an incentive to the Executives on both a short-term and
long-term basis so they are motivated to perform at a level necessary to achieve these objectives. As needed,
these programs have been tailored to Fulton Financial Corporation’s market, the individual Executives, their
position and their performance so that the various elements of compensation combine to align the interests of
. our shareholders and those of the Executives in order to maximize shareholder value.” .

. i
{This space intentionally left blank.)

23




O

. SUMMARY COMPENSATION TABLE
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~Total

)

R. Scott Smith, J{.
Chairman, President and
Chief Exccutive Officer
of Fulton Financial
Corporation '

2006

734,946

28,267

70,713

381,607

2,769

42,667

1,360,969

Charl-t_lrs J. Nugenll )
Senior ‘E_xcéulive Viee
President and Chief " -
Financial Officer of
Fulton Financial, |
Corporation

460,682

17,718

- 167,440.

roooT

9,418

812,299

Richard J. Ashby, Ir.

Senior Executive Vice
President of Fulton
Financial Corporation;
Chairman and Chief
Executive Officer of
Fulton Financial
Advisors, N.A,

2006

390:000

15,000

‘141,750

695,034

James E. Shreiner

Senior Executive Vice
President of Fulton
Financial Corporation -
Administrative Services

2006

280,777

10,799

42,043

102,052

1,193

53,863'°

490,727

E. Philip Wenger

Senior Executive Vice
President of Fulton
Financial Corporation —
Community Banking;
Chairman of Fulton Bank

2006

309,056

11,887

42,043

112,330

79,629"

554,945

! Represents the 2006 annual szlary for each of the executive officers named in this table. On January 16, 2007, Fulion Financial Corporation set
the 2007 base salaries, effective as of January 1, 2007, for Messrs. Smith, Nugent, Ashby, Shreiner and Wenger to §763,213, $478,400, $405,000,
$306,000 and $350,000, respectively.

2 Represents a two-week holiday bonus paid in 2006 to the named executives and other Fulton Financial Corporation employees.

3 Amount listed represents the compensation expense and financial reporting value of 2005 and 2006 grants recognized in 2006 for the named
executive officer, There can be no assurance that these values will ever be realized by the Executives in the future, or that the options will ever

be exercised.

* Amounts listed below are Non-Equity Incentive Plan Compensalion cash payments approved by the Executive Compensation Committee on

March 19, 2007 for 2006 performance pursuant to Fulion Financial Corporation’s Variable Compensation Bonus Plan.

¥ Amounts listed for Messrs. Smith, Nugent and Shreiner represent above market earnings on their individual non-qualified deferred
compensation accounts. Their individual account rate of return, for the investments selected by Messrs, Smith, Nugent and Shreiner, was in
excess of 120% of the December 2006 long-term Applicable Federal Rate of 5.89%.

¢ The methodology to calculate the aggregate incremental cost of perquisites and other personal benefits was to use the amount disbursed for the
itern. Where a benefit involved assets owned by Fulton Financial Corporation an estimate of the incremental cost was used. Amounts for vehicles
include the cost of related items attributed to the company provided vehicle.

7 Includes $33,000 Qualified Profit Sharing Plan Contribution, $77,242 Non-Quatified Profit Sharing Ptan Contribution, $15,275 for club
memberships, and $17,150 for use of company provided automobiles and spousal travel for Mr. Smith during 2006,

24




* Includes $33,000 Qualified Profit Sharing Plan Contribution, $36,102 Non- Qualified Profit Sharing Plan Contribution, $10,623 for club
memberships, and $17,920 for use of company provided automobiles and spousal travel for Mr. Nugent duting 2006.

* Includes $33,000 Qualified Profit Sharing Plan Conitribution, $25,500 Non-Qualified Profit Sharing Plan Contribution, $20,950 for club
memberships, and $16,775 for use of company provided automobiles and spousal travel for Mr. Ashby during 2006.
* Includes $33,000 Qualified Profit Sharing Plan Contribution, $,117 Non-Qualified Profit Sharing Plan Contribution, $7,649 for club
memberships, and $4, 097 for use of company provided automobiles and spousal travel for Mr. Shreiner during 2006,

" Includes $33,000 Qualified Profit Sharing Plan Contribution, $13,358 Non-Qualified Profit Sharing Plan Contribution, $18,834 for club

memberships, and $14,437 for use of company provided automobiles and spousal travel for Mr. Wenger during 2006, |

i

GRANTS OF PLAN BASED AWARDS

v

Closing | Grant Date

Name - Grant | Approval | Estimated Future or Possible Estimated Future or Al Other | Al Other | -Exercise
. - Date1 Daie~ | Pavouts Under Non-Equity | Possible Payouts Under Stock Option or Base | Price on| Fair Value
Incentive Plan Awards Equity Incentive Plan | Awards: | Awards: | Priceof | Grant |of Stock and
wards Number | Number of{ Option Date® |+ Optioi
.Thresh- | Target | Maxi- | Thresh- | Target | Maxi- | of Shares | Securities | Awards* Awards®
old mum old mum | of Stock |Underlying )
or Units | Options
. i
%) ) ®) )] @ | & # ] (8ishy | ®/sky [ " ($)
R. Scott Smith, Jr. [ 7/1/2006| 6/21/06 - - - - - - - 46,000 15.89| 1592 109,802
R. Scott Smith, Jr. -} 513006 190,803 381,607 763,213 - - - - - - - -
Charles J. Nugent . | 7/1/2006} -6/21/06 - - - - - - 36,000 15.89) 1592|° 85,932
Charles 1. Nugent | sm006] 837200 167.440 287,040 l - - - - - - - -
Richard J. Ashby, Jr. | 7/1/2006| 6/21/06 - - I - - - 36,000 1589 1592 85,932
Richard J. Ashby, Ir. -l "5130/06| 70,875] 141,750{ 243,000 - - - - - - - -
James E. Shreiner 7/1/2006| 6/21/06 - - - - - - - 24,000 1589 1592 = 57,288
James E. Shreiner -| 5£30/06] 51,026| 102,052| 174,946 - - - - - - - -
E. Philip Wenger. F2006]| 6721706 - - - - - - - 24,0()0 15.89 15.92; . 57,288
E. Philip Wenger -l 5P0/06] 56,165 112,330( 192,566 - I - - - - - -

! ursuant to the terms of the 2004 Stock Option and Compensation Plan, since the July 1, 2006 Grant Date was not a NASDAQ trading day, the
fair market value was determined based on the average of the highest and lowest trading price of Fulton Financial Corporation stock on the next
preccdlng trading day, which was Fnday, June 39, 2006,

# As consistent with past option award practice, Fulton Financial Corporatmn approved the 2006 options at the June Compensation Committee
and Board meetings both held on June 21, 2006, with a future Grant Date of July |, 2006. The low trading, high trading, closing, and average of

high/low trading prices of Fulton Financial Corporation stock on June 21, 2006 were $15.55, $15.79, $15.71 and $15.67, respectively.

? Represents the possible range of payout awards to the named executives under the 2006 Variable Compensation Bonus Plan.

* Determined pursuant to the terms of the 2004 Stock Option and Compensation Plan as the average of the highest and lowest lraﬂing price of

Fulton Financial Corporation stock on the Grant Date. The June 30, 2006 high trading and low trading prices were $16.00 and $15.78,

respecuvely

Closmg price of Fulton Financial Corperation stock on June 30, 2006, the next preceding day before the July 1, 2006 Grant Date, was $15.92,

“FAS 123R Fair Value. There can be no assurance that the Executive will ever exercise the options or realize the amounts in the future.
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- -OUTSTANDING EQUITY.AWA

i

RDS AT FISCAL YEAR-END

u o )
Option Awards’ Stock Awards?
Name , Number Number of r. Equity, Option Option . Nl-lm_bcr of | Market Equity Equity
‘ - of Sécirities Incentive | Exercise | Expiration |, Sharesor | Valieof | Incentive | Incentive
Securities Underlying |Plan Awards:| Price | ™ Dale Units of | Shares or Plan Plan Awards:
Undérlying 1t Unexercised | Nuimber of ’ . Stock That | -Units of* | ‘Awards: Market or
Unexercised -Options Securities ' Have Not | Stock That | Number of | Payout Value
Options (#) Underlying Vested Have Not | Unearmned | of Unearned
(#) Unexercisable | Unexercised Vested Shares, | Shares, Units
Exercisable ! Unearned Units or or Other
Options Other Rights That
Rights That| Have Not
e K Have Not Vested
Vested
R _® G #) . () #. | ® ). S
R. Scott Smith, Jr: ' 24,936 . 0 .0 9.90| 6/30/2007 S0 -0 0 0
R. Scott Smith, Jr. oy 36,172 0 Lo 1132{ 63072008 -0 0 0 0
R. Scott;Smith, Jr: . 32.907° "o, 0 10.45| 6/30/2009 0 ol 0 0
R. Scott Smith, Jr, 30,580/ 0 b0 10.38| 6/30/2010 0 0 0 0
R. Scott: Smith, Jr! . 41,603 0 0 11.32] 6302010 C 0 0 0 0
R. Scott Smith, Jr. , 41,530 0 0 1335 63012012 o 0 0 0
R. Scoit Smith, Jri ™, 41344 | [ 0 14.44] 61302013 0 0 0 Toof
R Stott Smith, Jr. “72080 | ™ ovp o 1s3s| ensonoal o0 0 o 0 0
R. Scott Smith, Jr! o0 65628 TU0T) T 17a2) 6302015 0 Loy 0 of
R. Scott Smith, Jr. 0 agoo0” [ "0 15.89] 6/30/2016 0 0 0 of
‘| Charles J. Nugent ~ "23201° 0 0 0l 9.90| 6/30/2007 .0 " 0 0 0
Charlés J. Nugent t 33,7587 0 P00 ns2 enonoos ol o 0 0
Charles J. Nugent w309117[ 0T 7ol 10ds| 6302009 o~ ol 0 - ol
Charles J. Nugent T 28,679 0 ] 10.38( 6/30/2010 0 0 /) I 1
“|Chatles )7 Nigent " 35815 o | "7 co| unazj emendu|t 0 o] ., 70 0 ol
Charles J. Nugent ~ 35,742 o | ol "~ 1333 63012012 0 0 ol 7 0
CharlesJ. Nugent Tassa [ 0" 0| daaTenozonnl 0| T of 0 0
Charles’). Nugent’ 63,001 | ° 0 ‘o 15.38] 602014 "0 ol ~ o -
Charles J. Nugent 0 56,437 0 17.12| 63012015 0 of - 0 -0
Charles J. Nugent KR 136,000 -0, 1589 653020160 0 0 Tooy _ b
Richard J. Ashby, Ir. 19,177 0 0 9.90| 6/30/2007 ol . 0| w 0 - 0
Richard J. Ashby, Jr.- 27838 0 0{° -11.32| 6/302008|" 0 o 0] 0
Richard J. Ashby, Jr..” 25927 0 0. 1045| 63072000 0 0 0 .. 0
Richard J, Ashby, Jr. 23930 . 0 0 10.38| 6/30/2010 0 0 0 w0
Richard J. Ashby, Jr. +'| 20,848 N 11.32| 6730/2011 "0 © 0 )
Richard J. Ashby, Jr. 29.738 Yoo o] 1335] enonoiz 0 0 of 0
Richard 1. Ashby; Jr. 30,319 | - 0 o| 1444| 6302013 0 ol 0 0
Richard J. Ashby, Jr.”’ - 52,500 | 1} 0 15.38] 6/30/2014 0 o 0 0
Richard I. Ashby, Jr. 0 47,250 0 17.12| 63022015 0 0 0 0
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Richard ), Ashby, Jr. o| 36000 “o| T1ss9( s30r2016 30 0 0 0
James E. Shreiner 14791 | - 0 0|+ 990 613002007 -0 0 0 0
Jaines E. Shreiner 21,479 0 0] - 1032 6r30/2008 0 0 0 0
James E, Shreiner: 17,949 | 0 0| 1045) 63020000 0 of o 0
James E. Shreiner 16,333 0 o 1038] 63002010 0 0 0 0
James E, Shreiner 20,260 0 0 11.32] 6/30/201 0 0 0 0
James E. Shreiner 21,706 0 "0 13.35( 673012012 0 0 0 0
fames E: Shreiner’ " ° - 20,673 0 o 44l §ioro13) -0 0l of- "0
James E. Shreiner - 45,939 0o’ o| 1538| 6302014 0 0 ‘0 0
Jatnes E. Shreiner C o0 40687 of 1712 es0n01s| 0 0 0 0
Jaies E. Shreiner 0 24,000 o| 1589] ‘630n016 0 0 0 0
E. Philip Wenger. 9,591 0 o 9.90| 61302007 0 0 0 0
E. Philip Wenger 13,808 0 ol 1132 6302008 0 0 o] 0
E. Philip Wenger 12,962 o' 0 |- 1045| 673012009 0 0 0 0
E. Philip Wenger 13,295 0 o| 1038] es0r010 0 0 0 0
E. Philip Wenger 18,090 0 o| 11.32| em0r011 0 0 0 .0
E. Philip Wenger 19,898 0 o 133s| emo0n012 0 "0 ol . . o
E. Philip Wenger 20,673 0 0| -14.44| 6302013 - 0- 0 0 0
E. Philip Wenger 45,939 0 0 15.38) 6/30/2014 01 1] 0 0
E. Phitip Wenger 0 40,687 o| 17.12] 60015 0 0 0 0
E. Philip Wenger Yo 24,000 0 15.89] 6/30/2016 0 0 0 0

4

¥

! The number of securities underlying the options and the option exercise price have been adjusted for stock dividends and stock splits that have
occurred since the date of grant.

" 2 There are no outstanding stock awards to the named executive officers. _
? Options with an expiration datc of June 30, 2015 will vest July 1, 2008 end options with an expiration date of June 30, 2016 wilt vest July 1, '

2009.

27




OPTION EXERCISES AND STOCK VESTED

Opnon A\A.'ardsl ’ ) Stock Awards i ,
Name | Number of Value Reahzcd ‘; Number of — Value Realized
- - Shares -' - ott Exercise Shares .- on Vesting
Acquired . Acquired ’
- T " on Exercise - ‘on Ves"lin.g . '_—“"
' @ S . ©
R. Scott Smith, Jr. i 10,500 108.200° ' " . 0 S0
R. Scott Smith, Jr. . 7000 72070% -0 -0
R. Scott Smith, Jr. 7,350 e o 0 0
Charles J. Nugent ' 22,366 . : 235,2706 r _"0 ) 0
Richard J. Ashby, Jr. 3,301 153397 |- 0 0
Richard J. Ashby, Jr. T 15,748 T ererst 0 - 0
James E. Shreiner ' 14,909 145.1 19° 0 . 0-
E. Philip Weﬁger _8,2807 '38,08710, i '

' The number of secumles undcrlymg Lhe opuons and the option exercise price have been 8deSled for siock dividends and stock sphls that have

occurred since the date of grant.-

2 The named executive officers in this table did not have any stock awards which vested in 2006

3 Opnons exéfcised on February 10, 2006,

* Options exercised on February 13, 2006,
¥ Options exercised on February 14, 2006,
¢ Options exercised on February 15, 2006. -

7 Options exercised on January 27, 2006.
¥ Options exercised on January 31, 2006.
? Options exercised on June 2, 2006.

' Options exercised on January 30, 2006.”
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PENSION BENEFITS

Name Plan Name Numt;er of Years Present Payments During Last i
’ Credited Service . Value of Accumulated Fiscal Year :
. Beqcﬁt
# (8 (5)
R. Scott Smith, Jr. 1] 0 . [¢] 0
Charles J. Nugent . 0 "o I 0 0
Richard J. Ashby, Jr. Fulton Financial 7 211,390 o
Affiliate’s Defined
Benefit Pension
Plan
James E. Shreiner 0 ) 0 ' ol . i 0
E. Philip Wenger 0 0 _ 0 0
|

'Il Except for Mr. Ashby, none of the named executive officers currently participates in or has account balances in any qualified or non-qualified
defined benefit plans sponsored by Fulton Financial Corporation.

2 Prior 10 1992, Mr. Ashby was a Fulton Financial Corporation employee when he accepted a position with Lafayette Ambassador Bank, a Fulton
Financial Corporation affiliate bank. Afier seven years of service as an employee of Lafayette Ambassador Bank, his participation in this plan
ended in 1998 when Mr. Ashby accepted a new position at Fulten Financial Corporation and started participation in the Fulton Financial
Corporation Profit Sharing Plan. '

14
i,

NONQUALIFIED DEFERRED COMPENSATION -

Registrant Aggregate

" Amount listed does not include approximately $99,000 potenually ava:]ablc asof Decemher 31, 2006 under Mr. Ashby s Apnl 7, 1992 Deferred
Compensation Agreement described on page 18.

' 4
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Name’ Executive Aggregate Eamings Aggregale Balance "
Contributions in Last | Contributions in Last in Last FY Withdrawals/ at Last f
FY FY ) . Distributions _ FYE
. (s) (8) )] ($) UM
R. Scott Smith, Jr. 0 77,242 24,357 0 468,121
Chatles I. Nugent 0 36,102 CaL704 0 , 266,396 j
. ] s ' |
Richard J. Ashby, Ir. 30,000 25,500 ) 6,959 0 429535
James E. Shreiner 0 9,117 2,755 0 38379
E. Philip Wenger ' 0 13,358 ' 649 0 28,107
!
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A DIRECTOR COM PENSATION
- - P
Name'* Fees Stock Option " Nen-Equity Change in All Other Total
Eamed or Awards Awards Incentive Plan Pension Compensation’
v ' Paid in Compensation Value and _
L Cash Nongqualified
! . . N - - . Deferred
' ' Compensation A - '
T ) Earnings - - :
(8] &) 8 (5 T ® ($) &
Iefirey G. Albertson 31,000 0 0 0 0 9,25¢° 40,250
Donatd M. Bowman Jr. | 38,500 0 ol 0 0 7,500* 46,000
Craig A. Datly 32,000 0 0 ’ 0 0 8.800° , 40,800
Clark S. Frame" 27333 | 0 0 "o 0 16,2007 43,533
Patrick J. Freer 37,000 0 0 0 o-| - 8500 45,500
Rufus A. Fulton Jr, 31,000 0 o o 0 | ag70se | 79,708
Eugene H. Gardner'"* 24,893 L, 0, 0 0 ~ 0 3,333 28,226
George W. Hodges | 54250 | 0 o 0 0 0 54,250
Clyde W, Horst"* 15,667 0 ] ] 0 0 15,667
Carolyn R. Holleran 32,000 0 0 0 0 6,000" 38,000
Thomas W. Hunt'® 36,000 0 o 0 0 47,500 3,500
Willem Kooyker 36,000 0 0 0 0 12,150" 48,150
Donald W. Lesher Jr. 37,500 i} 0 0 0 85007 46,000
Joseph J. Mowad, MD*' | 11,333 0 0 , 0 0 2,000% 13,333
Abraham S. Opatut 29,000 0 o 0 0 153,600% 182,600
Mary Ann Russeli® 13333 0 0 : 0 0 0 13,333
Joha O. Shirk 31,000 0 0 0 0 10,667 41,667
Gary A. Stewart 31,000 0 0 0 o |, 2,350% 33,350

! . : . .

! Directors listed represent afl the non-management dlrectors of Fulton Financial Corpomuon during 2006. Excluded areé Mr.’ Smnh who was
compensaied as an officer of Fulton Financial Corporation, and Mr. Bond, who was compensated 2s Chairman and Chief Executive Officer of
The Columbia Bank. Mr. Bond retired as an officer at the end of 2006. In 2007, Mr. Bond will be compensated as a non-management director, In
2006, neither Mr. Smith nor Mr. Bond recewed any additional compensanon for their servu,e as directors of Fulton Financial Corporanon '

? Unless otherwnse noted, excludes perqmslles and other personal benefits with an aggregate value of less than § 10,000. Fulton Fmancml
Corporation’s methodology 1o calculate the aggregate incremental cost of perquisites and other personal benefits was to use the amount disbursed
for the item.: Where a benefit involved assets owned by Fulton Financial Corporation, an estimate of the incremental cost was used o

* Represenls the annual retainer fee Mr. Albertson received for service on the Board of Directors of The Bank.
? Represents the annual retainer fee Mr. Bowman received for service on the Board of Directors of Hagerstown Trust Company.
Represems the annual retamcr fee Mr. Dal ly received for semce on the Board of Dlrcclors of Lafayette Ambassador Bank .
® Mr. Frame resigned as a member of the Fulton Financial Corporal]on Board of Dlreclors effective 12/18/2006. Retainer fees for the director -
were pro rated based on the date board service ended.

? Represents fees Mr. Frame received for service on the Board of Directors of Premier Bank, which includes a $5,000 retainer and $400 for each
board and committee meeting attended, '

* Represents the annual retainer fee Mr, Freer received for service on the Board of Directors of Lebanon Valley Farmers Bank.

* Fulton Financial Corporation directors did not receive options as part of their 2006 compensation, however, as of December 31, 2006, Mr.
Fulton had 184,851 exercisable opticus that were awarded to him prior to his retirement as an officer of Fulton Financial Corporation.

19 |ncludes $16,080 for club fees, $28,270 for the gift of a vehicle used by Mr. Fulton while he was an officer and $4,358 for company provided
cell phone, office and parking expense in 2006.
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"' At Fulton Financial Corporation’s 2006 Arnual Meeting on May 2, 2006, Mr. Gardner retired in accordance with the Fulton Financial

' Corporalmns polu:y and bylaws Lstnbhshmg a mandatory retirement age of 70 ymrs for directers. Fees for the director were pro rated based on

the date béuird service ended,
2 Represents pro rated retainer fee Mr. Gardner received for Service on the Board of Directors of Fulton Bank;

1 Fulton Financial Corporation directors did not receive options as part of their 2006 compensation, however, as of December 31, 2006; Mr.-
Hodges had 8,103 exercisable options that previously were awarded to him by Drovers Bancshares Corporation which was acquired by Fulton

_Fmancml Corporauon in July 2001.

" Mr, Horst restgned as a member of the Fulton Fmancml Corporanon Board ofl)lrectors cffecnve July 2] 2006. Fees for the director were pro
rated based on the date boird sérvice ended.

s Represents the annual retainer fee Mrs. Holleran received for service on the Advisory Board of the Fulton Bank Great Valley Division.

' Mr. Hun has decided to not stand for reclection as a director, Therefore, his term as a'director and a membcr of the Audit and Nommalmg
Committees of Fulton Financial Corporation will end on May 7, 2007 at the Annual Meeting. - '

' Fulton Financial Cerporation directors did not receive options as part of their 2006 compensation, however, as of December 31, 2006, Mr. Hunt
had 49,422 exercisable options that previously were awarded to him by Resource Bankshares Corporation which was acquired by Fulton®
Financial Corpomtlon in Apn] 2004,

A Represents fees Mr. Hunl received for service on the Board of Directors of Rcsuurce Bank whmh includes a $17,000 retainer, $1,000 for cach

Board meeting atiended and $300 for each commiittee meeting attended,

" Represents fees Mr. Kvoyker received for service on the Board of Directors of Somerset Valley Bank, which 1ncludes a $5 000 retainer $650
for each Board meeting attended and $200 for each committee meeting attended. | .

¥ Represents the annual retainer fee Mr. Lesher received for service on the Board of‘ Directors of Lebanon Valley Farmers Bank.

2 At Fulton Financial Cotporation’s 2006 Annual Meeting on May 2, 2006, Dr. Mowad retired in 2ccordance with Fulmn Financial Corporation's

palicy and bylawq establishing a mandatory retirement age of 70 years for directors. Retainer fees for the director were pro rated based on the
date board service ended. ' ! ! :

2 Represents the pro rated retairier fee Dr. Mowad received for service on the Boardl of Directors of FNB Bank! NA.

¥ Fulton Financial Corporation directors did not receive options as part of their 2006 compensation, however, as of December 31, 2006, Mr. -
Opatut had 102,387 exercisable options that previously were awarded to him as a director of First Washington Financial Corp. which was
acquired by Fulton Financial Corporation in December 2004. These options were exercised on March 1, 2007,

¥ Represents fees Mr.. Opatut received for service as Chairman of the Board of Directors of First Washingten State Bank, which includes a
$138,000 retainer and $650 for each meeting attended.

* Al Fulton Financial Corporation's 2006 Annual Meeting on May 2, 2006, Mrs. Russell retired in accordance with Fulton Fmancml
Corpomuon s policy and bylaws cslabhshmg a mandatory retirement age of 70 years for directors. Retainer fees for the director were pro rated
based o the date board-service ended.

% Represents the annual retainer fee Mr. Shirk-received for service on the Board of Directors of Fulton Bank. L
7 Represents the annual retainer fee Mr. Stewart received for service on the Advisory Board of the Fulton Bank York Divis{pn.



Compensation of Directors -

Each member of the Board of Directors of Fulton Financial Corporation is paid an annual fee of
$20,000 for his or her services as a director, except that no fee is paid to any director who is also a salaried
officer of Fulton Financial Corporation or one of its subsidiary banks.. Thus, Mr. Bond and Mr. Smith did not
receive director fees in 2006, In -addition, directors are paid-a fee of $1,000 for each Board of Directors
meeting attended and $1,000 for each committee meeting attended on non-board meeting days. The
chairperson of the Audit Committee is paid an annual fee of $10,000 and the chairpersons of the Executive
Committee and Executive Compensation Committee are paid an annual fee of $2,500. Directors are also paid
$1,000 for attendance at a semi-annual investment seminar, but this seminar is not counted to_determine
director attendance since it is a voluntary activity. Fulton Financial Corporation also reimburses directors for
certain expenses incurred in the performance of their service as directors of Fulton Financial Corporation,
Certain directors have elected to participate in the Fulton Financial Corporation Deferred Compensatior Plan,
under which a director may elect not to receive the normal director's fees when earned, but instead, to receive
them, together with interest, in a lump sum or in installments over a period of up to twenty (20) years
following retirement. The only current non-management Fulton Financial Corporanon directors that partlclpate
in the plan are Mr. Albertson, Mr. Bond and Mrs Hollcran : -

R

As disclosed in the Director Compensation Table and’ footnotes above, <ertain Fulton Financial
Corporation directors ‘also serve on the boards of various Fulton Financial Corporation subsidiary banks or
advisory boards and are compensated with a retainer, mecting fees or both a retainer and meeting fees for their

service on each of the individual boards. T . e, . . : -
. L1 . ‘ . ° v

Compensation Committee Report ‘
Fulton Financial Corporation” formed an Exccutive Compensation Committee (“Compensation
Committee”) in March 2004, The Compensation Committee has a charter that is available on the Fulton Financial

Corporation’s website at www fult.com.

The Compensation Committee has reviewed and discussed the Compensatlon Discussion and Analysis with
management at a meeting on March 19, 2007, and based on the review and discussions, the members of the
Compensation Committee present at the meeting recommended to the Board of Directors that the Compensation
Discussion and Analysis above be included with or incorporated in Fulton Financial Corporation's Annual Report on
Form 10-K and the annual proxy statement, as applicable.

Executive Compensation Committee
Donald W. Lesher, Jr., Chair
George W. Hodges, Vice Chair
Donald M. Bowman, Jr.
Patrick J. Freer
Carolyn R. Holleran
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INFORMATION CONCERNING DIRECTORS

Meetings and Committees of the Board of Directors

The Board of Directors of Fulton Financial Corporation has a standing Executive Committee, Audit
Committee, Nominating Committee, Executive Compensation Committee, Trust Committee and Human
Resources Committee. The following table represents the membership on each Fulton Financial Corporation
committee as of the Annual Meeting on May 7,2007.

- Executive ' Executive Nominating Audit Human Trust

: Compensation - Resources :
Jeflrey G. Albertson Vice Chair Chair
John M. Bond, Jr. Vice Chair
Donald M, Bowman, Jr. Chair Member Member Member
Craig A. Dally Chair Chair
Patyick J. Freer - * ~ ' Member Member Member
Rufus A Fulton, J1. L . ) Member -
George W. Hodges : Member Vice Chair Chair .
Carolyn R. Holleran Member Member Vige Chair
Witlem Kooyker ] ] Member*
Donald W. Lesher, Jr. Vice Chair Chair Member
Abrahain S. Opatut ) ' S ' Member
John O. Shirk Member . Member
R, Scott Smith, Jr. . Member ** **
Gary A. Stewait Member Member

* Audit Committee Financial Exper1 ** Ex-officio member

Compensation Committee Interlocks and Insider Participation

In March 2004, the Executive Compensation Commitige was forthed and its membership consists only of
independent directors. More information regarding the Executive Compensation Comimittee can be found in
"Compensation Discussion and Analysis" on page 11. There are no interlocking relationships, as defined in
regulations of the SEC, involving members of the Executive Compensation Committee. Director Bowman has
the indirect relationships described in "Related Person Transactions with Directors and Executive Officers" on
page- 34. The Executive Compensation Comrmittee is responsible for, among other things, recommending the
compensation and stock option awards for Senior Management to the Board of Directors. The Executive
Compensation Committee met six times in 2006.

Other Board Committees

All members of the Audit Committee meet the experience and independence requlremems of the NASDAQ
listing standards, and the rules and regulations of the SEC. Director Kooyker was determined to qualify, and agreed
to serve, as the Audit Committee's "financial expert” as defined by the SEC regulations. The Audit Committee met
twelve times during the year. The Audit Committee is governed by a formal charter, which was first adopted in
2004 and last amended in 2004. The Audit Committee's pre-approval policy and procedure for andit and non-audit
services is set forth in its charter. The functions of the Audit Committee inclide, among othier things, sole authority
t6 appoint or replace the independent auditor; direct responsibility for the comipensation and oversight of the work of
the independent auditor; oversight of the overalt relationship with the _independent auditor; meeting with the
independent auditor to review the scope of audit services; revxewmg and discussing with management and the
independent auditor annual and quarterly financial statements and rélated disclosures; overseeing the internal audit
function; reviewing holding company regulatory examination  reports’ and management's responses thereto;
-Teviewing periodic reports from the loan review function; review and approval of all changes to Fulton Financial
Corporation's Code of Conduct; review and approval of related person transactions; establishing procedures and
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handling compfaints concerning accounting, internal accounting controls, or auditing matters and oversight of Fulton
Financial Corporation's risk management process.

All the members of the Nominating Committee meet the independence requirements of the NASDAQ
listing standards. The Nominating Committee met one time during the year. The Nominating Committee is
responsible for, among other things, recommending to the Board of Directors the nominees for election to the Board
of Directors. :

The Efxé'cuti;fcl Committee met two times during the year, Except for the powers expressly excluded in
Section 5 of Article 111 of the Bylaws, the Executive Committee exercises the powers of the Board of Directors
between board meetings. ' T '

The Trust Committee met eight times during the year. The Trust Committee is responsible for consulting
with management of Fulton Financial Advisors, National Association, a subsidiary of Fulton Financial Corporation,
and overseeing all trust, investment, insurance’ and related financial services which Fulton Financial Corporation
pérforms, directly or indircctly through an affiliate. - S - .

Fulton Financial Corporation’s Board of Directors has .delegatéd certain broad based compensition
matters to the Human Resources Commiittee including, but not Timited to, administration of Fulton Financial
Corporation’s Employee Stock Purchase Plan, Profit Sharing Plan, 401(k) ptans for affiliate banks, approving
employment agreements for non-executive officers of Fulton Financial Corporation and -fulfilling other broad -
based human resources duties. The Human Resources Committee met eight times during the year to review .
benefit and salary administration programs (except for Senior Management of Fulton Financial Corporation) and

. other human resources matters affecting Fulton Financial Corporatidn and its subsidiaries.

There were ten meeting's- of the Board of Directors of Fulton Financial Corporation and forty-seven
meetings of the standing committees of the Board of Directors of Fulton Financial Corporation during 2006. No
director attended fewer than 75% of the aggregate number of meetings of the Board of Directors and of the board
committees on which be or she served.  ~ '

Lo LR T . ..

Executive Sessions

o 1Y ' ' - . . . N . .

.

The independent directors of the board miet two times in exccutive session in 2006.

.
' 4

. Ve e

Annual Meéting Attendance -

-
-

Fulton Financial Corporation does not have a formal policy -requiring directors to attend the 'Annual.
Meeting. However, Fulton Financial Corporation held a special board meeting at 9 a.m., May 2, 2006, at the
Hershey Lodge and Convention Center, the same date and location as the 2006 Annual Mecting, which began at
12:00 noon. Directors Holleran and Stewart were unable to attend this special board meeting and did not attend the
Annual Meeting in 2006. : S !

Related Person Transactions with Directors and Executive Officers - 7 '
Financial Products and Services. So_me" of the directors and executive officers of Fulton Financial
Corporation and the ‘companies with which they are associated  were customers of, and had banking
transactions with, Fulton Financial Corporation bank Subsidiaries during 2006. These transactions included,
deposit accounts, trust relationships and. loans in the, ordinary course of business with different Fulton
Financial Corporation banks subsidiaries. All loans and commitments to lend made to such persons and to the,
companies with which they. are associated were made in the ordinary course of bank business, on substantially,
the same terms (inctuding interest rates, collateral and repayment, terms) as those. prevailing at the time for
comparable transactions with other persons and did not involve more than a normal risk .of collectibility or
present other unfavorable features. It,is anticipated that similar transactions will be entered into.in the future. -
Directors and officers have the opportunity to utilize Fulton Financial Corporation’s products and services. to
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become familiar with the wide array of products and services offered by Fulton Fmanc1al Corporation to.its
customers, . . . :

Other Transactions. Applicable SEC regulations require Fulton Financial Corporation to disclose
transactions with certain related persons where the amount involved excecds $120,000. However, a person
who has a position or relationship with a firm, corporation, or other entity that engages in a transaction with
Fulton Financial Corporanon is not deemed to have a material interest in a transaction where the intetest arises
only from such person’s position as a director of the other entity and/or arises only from the ownership by such
person in the other entity if that ownership is under ten percent, excluding:partnerships. Amounts paid to
entities in which a related person does not have a material interest are not required‘to be disclosed.

Some of the directors of Fulton Financial Corporation are members-of law firms which provided legal

" services to Fulton Financial Corporation or its subsidiaries in 2006 and in prior years. It is expected that these

firms will continue to provide services to Fulton Financial Corporation or its subsidiaries in the future. The law

firm of Albertson Ward, Woodbury, Néw Jersey, has provided- legal services to subsidiaries of Fulton

Financial Corporation for several years. Director Albertson is a partner in this law.firm with more than a ten

percent interest in the firm. In 2006, Fulton Flnanc:tal Corporation paid Alberlson Ward $136,727 in fees and
expense reimbursements for such services.

In 2006, affiliate banking subsidiaries of Fulton Financial Corporatlon pald annual rent of $98,772 for:a
branch office to The Bowman Group, LLP, and annual rent of $131,740 for a branch office to Bowman 2000 LLC.
Director Donald M. Bowman, Jr. is a limited partner in The Bowman Group, LLP and is the manager of Bowman
2000 LLC.

Fulton Financial Corporation considered all of the above related person transactions, and other similar
transactions, when it made the detérmination that ten of Fulton Financial Corporation’s fourteen. continuing
directors are independent in accordance with the  NASDAQ listing standards. See “Information about
Nominees, Continuing Directors and Independence Standards™ on page 5 for more information. - '

Family Relationships. There. are no family relationships among .any of the directors and Senior
Management of Fulton Financial Corporation. However, family relationships do-exist among Senior Management
and some of the approximately 4,400 employees of Fulton Financial Corporation and ‘its subsidiaries. These
employees participate in compensatien, benefit and incentive plans cn the same basis as other similarly situated
employees. Item 404(a) of Regulation S-K requires disclosure of any transaction with a related person where the
amount involved exceeds $120,000. In fiscal year 2006, the only immediate family member of Senior
Management who was compensated in excess of that amount was Mr. Craig A. Roda, the brother-in-law of Mr.
Wenger. In 2006, Mr. Roda received annual compensation consisting of base salary and cash bonus totaling
$232,884, plus other benefits on the same basis as other similarly situated employees. Mr. Roda became President
and Chief Operating Officer of Fulton Bank in January 2006, and in October 2006 he became the President and
Chief Executive Officer of Fulton Bank. He has been employcd by Fulton Financial Corporation in various
positions since 1979. o _ : , - A

Related Person Transaction Policy and_Procedures. - - Fulton, F manc1al Corporatlon does not have a
separate policy specific to related person transactions. Under Fulton Fmancml Corporation’s Code of Conduct
(“Code™), however, employees and directors are expected 10 recognize and. avold those situations where personal

or financial interests or relationships. might influence, or appear,to influence, the judgment of the employee or

director on matters affecting Fulton Financial Corporation. The Code also requires thoughtful atteation to the
problem of conflicts and the exercise of the highest degree of good judgment: Under the Code, directors are to
provide reasonable notice to Senior Management of all changed or new busmess activities, related person
relatmnshlps and board dlrectorshlps as they arise. ‘ ©
1 [N . . . .
In addition, Fulton Financial Corporation and its affiliate banks are subject to Federal Reserve Regulation
O, which deals with loans by federally regulated banks to certain insiders, which includes an executive officer,
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director or 10% controlling sharcholder of the applicable bank or bank holding company, or an entity controlled by
such executive officer, director or controlling sharcholder (“Insiders”™). Each Fulton Financial Corporation affiliate
bank follows a Regulation O policy that prohibits the affiliate bank from making loans to an Insider unless the loan
(i) is made on substantially the same terms (including interest rates and collateral) as, and foltowing credit
underwriting procedures that are not less stringent than, those prevailing at the time for comparable transactions by
the affiliate bank with other persons who are not subject to Regulation O and who are not employed by the affiliate
bank; and (ii) does not involve more than the normal risk of repayment or present other unfavorable features.
Fulton Financial Corporation and its affiliate banks are examined periodically by different bank regulators for
compliance with Regulation O. Internal controls exist within Fulton Financial Corporation and its affiliate banks to
ensure that compliance with Regulation O is maintained on an ongoing basis.

In accordance with Fulton Financial Corporation's Audit Committec Charter and NASDAQ listing
standards, the Audit Committee is charged with the responsibility to review the terms of and approve related ©
person transactions. This responsibility includes providing an annual report to the Audit Commitice disclosing
related person transactions with each director and Executive during the prior year, if any. At the February 2007
Audit Committee meeting, the Audit Commitiee reviewed all existing related person transactions involving Fulton
Financial Corporation’s directors and executive officers. The Audit Committee concluded that the loans and other
banking services to the directors, Executives and their related interests were provided in the ordinary course of
business and on substantially the same terms as those prevailing at the time for comparable transactions with
others. Further, the Audit Committce also conducted a review of all other related person transactions for any
potential conflict of interest situations with the directors and Executives, concluded that there were no conflicts
present, and ratified and approved all the transactions reviewed. '

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires the directors and certain officers of Fulton
Financial Corporation to file with the Securities and Exchange Commission initial reports of ownership and reports
of change in ownership of common stock and other equity securities of Fulton Financial Corporation. To the
knowledge of Fulton Financial Corporation, all Section 16(a) filing requirements applicable to its directors and
officers have been complied with and reports timely filed, except with respect to a Form 4 for Abraham S. Opatut
filed one day late on February 28, 2006, for an acquisition of 279.9709 shares of Fulton Financial Corporation
stock on February 23, 2006. The failure to file this report timely was inadvertent and occurred as a result of a delay
in receiving the transaction information from the stock transfer.agent. :

. 13

AMENDMENT OF THE EMPLOYEE STOCK PURCHASE PLAN

J-

General [nformation

N .

On Jariary 16, 2007, the Board of Directors of Fulton Financial Corporation approved amendments to
the Amended and Restated Employee Stock Purchase Plan (the “Plan™) to increasc the number of shares for
which options are authorized to be granted under the Plan and to make other changes to update the Plan
document. The purpose of the Plan is'to advance the interests of Fulton Financial Corporation and its
shareholders by encouraging employeés to acquire-a stake in the future of Fulton Financial Corporation by

_purchasing shares of its common stock. Under'the Plan, the Board of Directors is authorized to grant options
to employees of Fulton Financial Corporation and its affiliates to purchase sharés of the common stock of
Fulten Financial Corporation with up to a'15% price discount. ' *o .

W

The Plan originally was adopted‘ and approved by the Board of Directors on Februafy 18, 1986, and
subsequently approved by the shareholders at the Annual Mecting of shareholders held on April 15, 1986. The
Plan has been amended twice since then, to provide that the Plan would continue in ¢xistence until terminated
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by the Board of Directors, rather than terminating after ten years, and to increase the number of shares for
which options may be granted. :

The Plan permits the Board of Direétors to amend, modify, suspend or terminate the Plan at any time,
although the Board may not, withéut the consent of the shareholders of Fulton Financial Corporation, make
any amendment which i increases the number of shares for which optlons may be granted, changcs the class of
cligible employees, or materially i increases the benefits accruing to an employee under the Plan,”

The Board of Directors originally was authorized to grant options to purchase up to 100,000 shares of
the common stock of Fulton Financial Corporation. . The Plan was amended in 1999 to increase by 550,000 the
number of shares for which options may be granted. The number of shares for.which options.may be granted
is subject to adjustment for stock splits, stock dividends, reorgamzanons recapitalizations and other changes in
the capital structure of Fulton Financial Corporation. Nevertheless, it is anticipated that the number of shares
of Fulton Financial Corporation common stock for which options may be granted under the Plan will soon be
exhausted. The Board of Directors believes that it is in the best interests of Fulton Financial Corporation and
its shareholders for the Plan to continue. The Board of Directors therefore approved an amendment to the Plan,
which will be submitted to the shareholders for approval at the Annual Meeting, to increase by 1,500,000
shares the number of shares of common stock for whlch options are authorized to be granted, so that the,Plan
can continue its existence once the shares prevnously authorized are exhausted.

Summary of the Plan

A copy of the Plan is attached to this Proxy Stgtcment as Exhibit A, The following is a summary of
the more significant tetms of the Plan:

The Plan authorizes the Board of Directors to grant options to purchase shares of Fulton Financial
Corporation common stock to employees of Fulton Financial Corporation and its affiliates. The number of
shares for which options may be granted is subject to adjustment for stock sphts, stock dividends,
reorganizations, recapitalizations, and other changes in the corporate structure of Fulton Financial Corporation.
Since the shareholders originally approved the Plan, the adjustments for stock splits and stock dividends have
increased the authorized shares to 2.6 million shares, of which of 116,130 shares are currently available. When
an option is exercised, Fulton Financial Corporation delivers authorized but unissued shares or treasury shares.

. 5’ : 5 R o :

. The Plan is administered by the Human Resources Committee of the .Board of Directors or those
persons to which responsibility for administration of the Plan has been delegated by the Board of Directors
(the “Committee™), provided that the Committce shall at all times consist of at least three directors who are not
eligible to receive options under the Plan. The Committee has complete discretion to determine whether or not
options will be granted under the Plan in any year and, if so, the total number of shares that will be optioned in
such year. Each option expires on the date specified by the Committee at the time it is granted, except that all
options granted under the Plan must expire no later than five years from the date of grant.

When options are granted under the Plan, options must be granted proportionately to all employees of
Fulton Financial Corporation and its affiliates who were employed by Fulton Financial Corporation or any
affiliate on December 31 of the year immediately preceding the year in which options are granted, except that
the Commitiee may clect to exclude those employees who customarily work twenty hours or less per week.
Only those members of the Board of Directors who are also employees of Fulton Financial Corporation or one
of its affiliates are cligible to participate in the Plan. When options are granted, cach eligible employee is
granted an option to purchase the number of whole shares that can be purchased, at the applicable option price
established by the Committee, with a percentage of his or her total compensation for the immediately
preceding calendar year. The Committee may limit the number of shares that can be purchased pursuant to
each option, and no employee may be granted an option to purchase stock with an aggregate fair market value
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of more than $25,000 during any calendar year. The Committee may also place other limitations on options
granted under the Plan, such as restricting transfer of the stock purchased under the Plan.

The option price per share is determined by the Committee, but may not be less than the lesser of: (i)
85% of the fair market value of the ‘stock on the day of the grant, or (ii) 85% of the fair market value of the
stock on the date of exercise. An option which is exercised more than 27 months after the date of grani,
~ however, must be exercised at a price equal to 85% of the fair markeét value of the shares on the date of
exercise.

The Plan is designed to be a’qualified employee stock purchase plan within the meaning of Section
423 of the Internal Revenue Code, as amended. Employees who purchase shares under the Plan may qualify
for favorable tax treatment if they hold the shares for the longer of: (i) two years after an option to purchase is
granted, or (ii) oné year after the shares are purchased. If this holding period is complied with, the employee
will not recognize any taxable income in’ connection with the shares in the year in which the shares are
purchased, even if purchased at a discount. If the employee sells or otherwise disposes of the shares following
the expiration of the holding period, the émployee will have to include as compensation in his or her gross
income for the taxable year in which the shares are sold or otherwise disposed of an-amount equal to the lesser
of: (i) the excess of the fair market-value of the shares at the time the option was granted over the exercise
price, or (ii) the excess of the fair market value of the §hares at the time of disposition over the exercise price.’

P .t oL :

During the lifetime of an optionee, an option may be exercised only by the optionee and only if the
optionee is an employce of Fulton Financial Corporation or one of its affiliates at the time of exercise. If an
optionee’s employment terminates by reason of retirement, the option may be exercised by the optionee or the
heirs or personal representatives of the optionee for a period of'three months following retirement.

Vote Required

.A majority of the votes cast is necessary to approve the amendment of theé -Employee Stock Purchase
Plan. Abstentions and broker non-votes will be counted as shares that ar¢ present at the meeting, but will not
be counted as votes cast on the proposal to amend the Employee Stock Purchase Plan. - ' '

.k

Recommendation of the Board of Directors

The Board of Directors believes that the proposal to amend the Plan for the purpose of
increasing by 1,500,000 shaies the number’of shares of common stock for which options are authorized
to be granted under the Plan is in the best interests of Fulton Financial Corporation and its
shareholders, and recommends that the shareholdérs vote FOR the amendment of the Employee Stock
Purchase Plan. i - : ‘
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RELATIONSHIP WITH INDEPENDENT PUBLIC ACCOUNTANTS

For the year ended December 31, 2006, Fulton Findncial Corporation engaged KPMG LLP
("KPMG™), independent certified public accountants, to audit Fulton Financial Corporation’s financial
statements. The fees incurred for services rendered by KPMG for the years ended December 31, 2006 and
2005 are summanzed in the following table

‘-' r v . v .
E N . . R + . 4 ' . H

- 2006 " 2005
Audit Fees - Annua] Audit and Quarterly Reviews Wy .r o S.I 601,600 ‘ $i,632,800
Audlt Feés — lssuance of Comfort Letters and Consents” o _ 66,0_40 _ Y 218.800
Audit Fees Subtotal " s 1,667,640 ‘l-,85 1,600

T N . + S i 1 A ‘ )
Audit Related Fees — Student Loan Audit l o 7,280 " 6,240
Tax Fees — Preparation of Tax Returns o 0 : 75,500
All Other Fees ® 19310 * 118,622
TOTAL S sLeodasg 52,051,962

(1) Amounts presented for 2006 are based upon the audit engagement letter. Final blllmgs for 2006
may differ,

(2) All Other Fees were for services rendered to the trust subsidiary (pi’imarily for a SAS 70 report on
the processing of transactions by the retirement services area). Amounts totalling $253,500 in 2006 for audit
and tax services rendered to Columbia Bancorp Inc. for periods prior to its acquisition have been excluded.

The appointment of KPMG for the ‘current year will be reviewed in the second quarter of 2007.
Representatwes of KPMG are expected to be present at the 2007 Annual Meeting wnh the opportumty to make
a statement and to be available to respond to appropnate questions.

The Audit Commlttee of the Board of Directors of Fulton Financial Corporation (the “Committee™)
has carefully considered whether the ‘provision of the non-audit services described above which were
performed by KPMG in 2006 would be incompatible with maintaining the independence of KPMG in
performing its audit services and has determined that, in its judgment, the independence of KPMG has not
been compromised. .

All fees paid to KPMG in 2006 and 2005 were preapproved by the Committec. The Committee
preapproves all auditing and permitted non-auditing services, including the fees and terms thereof, 1o be
performed by its independent auditor, subject to the de minimus exceptions from non-auditing services
permitted by the Securities Exchange Act of 1934, However, these types of services are approved prior to
completion of the services. The Committee may form and delegate authority to subcommittces consisting of
one or more members, when appropriate, including the authority to grant preapprovals of audit and permitted
non-audit services. 'Any decisions of such subcommittees to grant preapprovals are presented to the full
Committee for ratification at its next scheduled meeting.

Based on its review and discussion of the audited 2006 financial statements of Fulton Financial
Corporation with management and Fulton Financial Corporation's auditor, KPMG, the Committee recommended
to the Board of Directors that the financial statements be included in the Annual Report on Form 10-K for filing
with the Securities and Exchange Commission. A copy of the report of the Audit Committee of its findings that
resulted from its financial reporting oversight responsibilities is attached as Exhibit B.
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ADDITIONAL INFORMATION

A copy of the Annual Report of Fulton Financial Corporation on Form 10-K as filed with the
Securities and Exchange Commission, including financial statements, is available without charge to
shareholders upon written request addressed to the Corporate Secretary, Fulton Financial Corporation,
P.O. Box 4887, Lancaster, Pennsylvania 17604.

Only one proxy statement is being delivered to multiple security holders sharing an address
unless Fulton Financial Corporation has received contrary instructions from one or more of the security
holders. Fulton Financial Corporation will promptly deliver, upon written or oral request, a separate
copy of the proxy statement to a security holder at a shared address to which a single copy of the
document was delivered. Such a request should be made to the Corporate Secretary, Fulton Financial
Corporation, P.O. Box 4887, Lancaster, Pennsylvania 17604, (717) 291-2411. Requests to receive a
separate mailing for future proxy statements should be made orally or in writing to the Corporate
Secretary at the foregoing address or phone number. )

The Fulton Financial Corperation Annual Report on Form 10-K for year ending December 31,
2006 and proxy statement are also posted and available on Fulton Financial Corporation's website at
www.fult.com. -

*, s . . . -

OTHER MATTERS

The Board of Directors of Fulton Financial Corporation Knows of no matters other than those
discussed in this Proxy Statement which will be presented at the 2007 Annual Meeting. However, if any other
matters are properly brought before the meeting, any proxy.given pursuant to this solicitation will be voted in
accordance with the recommendations of the Board of Directors of Fuilton Financial Corporation.

BY ORDER OF THE BOARD OF DIRECTORS
L ol
o R, SCOTT SMITH, JR.

Chairman of the Board, President
and Chief Executive Officer

Lancaster, Pennsylvania
April 2, 2007
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X . . Exhibit A.

AMENDED AND RESTATED
FULTON FINANCIAL CORPORATION
-+ . EMPLOYEE STOCK PURCHASE PLAN

P

1. © PURPOSEOFTHEPLAN . T . .

LR

The Employee Stock Purchase Plan was initially approved at the Annual Meeting of Sharcholders
held on April 15, 1986 to advance the interests of Fulton Findncial Corpbration (“Company™) and its
shareholders by encouraging its employees and the employees of its affiliates to acquire a stake in the future of
the Company by purchasing shares of the common stock of the Company.: Under the Employee Stock Purchase
Plan, the Board of Directors were'authorized to grant options-to-purchase up to a total of one hundred thousand
(100,000) shares of the common stock of the Company.” The Employee Stock Purchase Plan was most recently
amended n 1999 to increase by five hundred fifty thousand (550,000) the number of shares permitted to be
purchased. The Employee-Stock Purchase Plan is now being amended:and restated to provide for the purchase
of-up to an additional one million five hundred thousand (1,500,000): shares. It is intended that this Amended
and Restated Employee Stock Purchase Plan (“Plan™) shall be an employee stock purchase plan within ‘the
meaning of Section 423 of the Internal Revenue Code of 1986, as amended,

2. ' DEFINITIONS S o o ”-‘ . ST

For phrposeé of the lslan, the following words or'phrases have the meanings as'sigl{ed to them below:

(a) "Affiliate” shall mean a parent or subsidiary corporation as defined in Section 425 of the Code
(substituting "Company” for "employer corporatlon ) including a parent or a subsidiary which becomes such
after the adoptlon of the Plan. - « : ' " C

T .

(b)y © - "Board" shalFican the Board of Direcfors of the'C'ompa'ny."

{c) "Code" shall mean the Internal Revenue Code of 1986, as amended .
St L !
(d) "Committee" shall mean the Human Resources Committee of the Board or-such other

Committee of the Board or persons to which responsibility for administration-of the Plan has been delegated by
the Board; provided, however, that the Committee shall ‘at all times consist of at least three . Disinterested
dlrectors . o . . .. - o r

{e) "Company" shall mean Fulton Financial Corporation_ B o

(f) ~ "Date of Grant" in respect of any option granted under the Plan shall mean the date on whlch
that option is granted by the Board.

(® “Date of Exer(nse in respect of any optlon granted under the Plan shall be’ the date or dates
spec1fied by the Cormmttee ; b

ot .
k]

- {h) "Disinterested” in respect of a director shall mean a director of the‘Corri-p;i'ny who is riot eligible
to receive options under the Plan.

() "NASDAQ" shall mean The NASDAQ Stock Market LLC.
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)] "Optionee” shall mean an employce to whom an option has been granted pursuant to the Plan.
(k) ~ "Plan" shall mean this Amended and Restated Employee Stock Purchase Plan.

6] "Stock" shall mean the $'2.5(; par valuec;n:nmon stock ;>f the Company.

(m) "Total compensation" shall mean the total remuneration paid to an employee by the Company

and its affiliates during any calendar year, as reported on the employee's Federal Income “Tax Withholding
Statement(s) (Form W-2).

3 ADMINISTRATION OF THE PLAN

(a) The Plan shall be administered by the Human Resources Committee (the "Commitiee™) of the
Board or such other Committee of the Board or persons to which responsibility for administration of the Plan has
been delegated by the Board; provided, however, that the Committee shall at all times consist of at least three
Disinterested directors. No Committee member shall be eligible (or shall have been cligible within one year prior
to his appointment) to receive options under the Plan or to be selected as a participant-under any discretionary
plan of the Company or any of its affiliates, entitling him to acquire.stock, stock options or stock appreciation
rights of the Company or any of its affiliates. - - L

! . ! . . . f

(b) The Committee shall be vested with full authority to adopt, amend and rescind such rules,
regulations and procedures as it deems necessary or desirable to administer the Plan and to interpret the
provisions of the Plan, unless otherwise determined by the Board. Any determination, decision or action of the
Committee in connection with the construction, interpretation, administration or application of the Plan shall be
final, conclusive and binding upon ali Optionces and any person claiming under or through an Optionee, unless
otherwise determined by the Board.

(c) .  Any determination, decision or action of the Committee provided for in the Plan may be made
or taken by action of a majority of the Disinterested members of the Board if it so determines, with the same force
and effect as if such determination, decision or action had been made or taken by the Committee. "No member of
the Committee or of the Board shall be liable for any determination, decision or action made in good faith with
respect to the Plan or any option granted under the Plan.

4. STOCK SUBJECT TO THE PLAN

Subject to sharcholder approval at the Annual Meeting of Sharcholders on May. 7, 2007, the Board
shall have the authority from time to time to grant options under the Plan to purchase an additional 1,500,000
shares of Stock, subject to adjustment as provided in Section 10 below. ~ As the Board may determine from
time to time, the Stock optioned may consist either in whole or in part of authorized but unissued shares or
shares held in treasury. L ' S '

5.  ELIGIBILITY ! o o v

When options are granted under the Plan, options shall be granted to all employees of the Company or

- any affiliate who were employed by the Company or any affiliate on December 31 of the year immediately

preceding the year in which options are granted, except that the Committee may elect to exclude those
employees who customarily work 20 hours or less per week. ) r
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6. ALLOCATION OF OPTIONED STOCK TR Ty e

. . P - o ot K

(a) + . When options are granted under the Plan, each eligible employee-shall be granted an option to
purchase the number. of whole shares that can be purchased, at the applicable option price ‘established by-the
Committee, with a percentage (which shall be uniform for all eligible employees) of his total compensation: for
the immediately preceding calendar year; provided, however, that the Committee may limit the maximum

.number of shares that may be purchased pursuant to each option provided that-such limitation is uniform for all
eligible employees.. . ..~ . . S

o . v AR R I e L 1 T
. ' .
& . ] LU Sy . MR i 0 |p' o f . . L, L

< a o (b) . o All optlons granted under the Plan shall be subject to the followmg addmonal hm1tat10ns

Gy g e b

Q] No option shall be granted to any employee who, immediately after the grant, would own
stock possessing five percent or.more of the total combined voting powerof the Company or any of its affiliates. In
.computing the stock ownership. of an.employee for purposes of this limitation,. the rules of Section 425(d) of the

Code shall apply and stock which an employee may purchase under the Plan or under any: other plan mamtamed by
the Company shall be treated as stock owned by that employee. - -: . AT T

, . . . E i upo
., ' P T ', [ " ot

(ii) No option shall be granted to any employee whtch at the Date of Grant would permit hlS
rights to purchase stock under.the Plan and all other employee stock purchase plans of the Company and its affiliates
to. accrue at a, rate exceeding. $25,000 of fair. market value (determined pursuant to Section 7 ‘below) for each
calendar year in-which such optlon is outstanding at any.time.- . "L . ; A oo '

i . - . ‘. o . t. e ‘.r L -‘r '.‘ L's":"a LR -l..l.l‘-"

7. OPTIONPRICE -« . - + 0+ o w.o. = P R

. B vy i - Ty

© -+ (a) '+ .The option price per.share of the Stock that may be purchased pursuant to each option shall be
determined by the Committee, subject to approval by the Board, but shall not in any event be less than the lesser
of (i) 85% of the fair market value per share of the Stock on the Date of Grant, or (ii).85% of the fair‘rarket
value per share of the Stock on the Date of Exercise, subject to adjustment as set forth in Section 10 below.
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(b) During such time as the Stock is not listed on an established stock exchange but is listed in
NASDAQ, the fair market value per.share shall be the average of the highest and lowest trading prices for the
Stock on. the apphcable date or, if no trade of Stock - occurred on that day, the falr market value shall be
determined by reference to such prices on the next precedmg day on which such prices were quoted. ..., -,

(c) During such time as the Stock is not listed on an established stock exchangc or NASDAQ the
fair market value per share shall be the average of the closmg dealer "bid" and "ask"’ prices fof the” Stock,” “as
quoted by NASDAQ for the applicable date or, if no "bid" and "ask" prices are quoted for that day, the fair
market valué shall be’ determmed by reference- to such pnces on' the' next precedmg day on Wthh such prices
.werequoted " : ) Tt T, . S LA N Do mor oLy

. . . . ¢ .o
RPN e, W - L R ) - ‘ '

oy - If the Stock is listed on an estabhshed stock exchange or exchanges the fair market valuc shall
'be deetned to Be the closmg prlce of the Stock on such stock exchange or exchanges on the applicable’ date or, if
no sale of thé Stock has been made on any stock exchange on that day, the fair market value shall be determmed
in reference to such prices on the next preceding day on which such prices were quoted. TR

T ) In the event the Stock is not traded on an ‘established stock exchange and no closmg dealer "bid"

and "ask” pnces are avallable then the fair market value of the Stock shall be as determmed in good falth by the
Committee. ~ “ *~ b ‘ R ETIATIE SR
" Moo e e ! E ' C L A e -rrrl‘;_n )
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8. TERMS AND CONDITIONS OF OPTIONS

. (a) Each eligible employee who desires to accept all or any part of the option to purchase shares of
Stock under the Plan shall signify his or her election’to do so by authorizing the Company or Affiliate, in the form
and manner prescribed by the Company, to make payroll deductions.

‘ (b) Each option granted under the Plan shall expire on the date determined by the Committee;
provided, however, that, subject to the provisions of paragraph (d) below, cach option shall-terminate not later
than the date which is five years from the Date of Grant, and provided further, that options exercised more than
27 months after the Date of Grant must be exercised at an option price per share equal to 85% of the fair market
value per share on the Date of Exercise. -

(c) The Committec may from time to time establish such further terms, conditions and limitations
on the exercise of options granted under the Plan as it may, in its sole discretion, deem appropriate, and which are
not inconsistent with Section'423 of the Code, including, without limitation, payroll deduction requirements,
restrictions on exercise dates, restrictions on transfer of the Stock purchased pursuant to the options granted under
the Plan and participation in the dividend reinvestment plan of the Company. '

(d) - An option granted purstant to the Plan may be exercised only while the Optionee is employed
by the Company or one of its affiliates and; if not fully exercised prior to términation of employment, will expire
on the date of termination, whether by death, disability, or otherwise; provided, however, that in the event of.a
termination of employment by reason of retirement, the option may be exercised by the Optionee or his heirs or
personal representatives for a period of three months following termination of employment. C

'+

{(e) During the lifctime of an Optionee, an option granted pursuant to the Plan shall be exercisable
only by the Optionee and shall not be assignable or transferable by him other than by will or the laws of descent
and distribution as provided in subsection (d) of this section. :

9. EXERCISE OF OPTIONS

I

Each Optionee who elects to exefcise an option granted pursuant to this Plan shall comply with such
rules; regulations and procedures regarding the exercise of options, as the Committee shall from time to time
establish. et i T : . o 7

10.  CHANGES IN CAPITAL STRUCTURE R

(a) In the event of any change in the Stock subject to the Plan or.the Stock subject to any option
granted hereunder, through merger, consolidation, reorganization, recapitalization, reincorporation, stock split,
stock dividend or other change in the corporate structure of the Company, the Committee shall appropriately
adjust the number of shares subject to.the Plan and, where appropriate, the maximum number of shares subject to
each outstanding_option. Such adjustment. shall not result in the issuance of fractional shares. Each such
adqutméni shall be made in such manner as, not to constitute a “modification” of the option as defined in Section
425 of the Code. ' ' ’

b If the Company is succeeded by another corporation in a merger or consolidation or if more
than 50% of its stock is acquired by another corporation, ail options granted under the Plan shall be assumed by
the successor corporation and cach such option shall be applicable to the stock of the successor corporation, with
only such modifications as may be necessary to continue the status of such option as an option granted under an
employee stock purchase plan within the meaning of Section 423 of the Code,
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(c) The grant of an option pursuant to the Plan shall not affect in any way the right or power of the
Company to make adjustments, reclassifications, reorganizations or changes in its capital or business structure or
to merge, consolidate, dissolve, liquidate, sell or transfer all or any part of its business or assets,

11. REGISTRATION OF STOCK

No option granted pursuant to the Plan shall be exercisable in whole or in part if at any time the

Committee shall determine in its discretion that the listing, registration or qualification of the shares of Stock
subject to such option on any securities exchange or under any applicable law, or the consent or approval of
any governmental regulatory body, is necessary or desirable as a condition of, or in connection with, the
granting of such option or the issuance of shares thereunder, unless such listing, registration, qualification,
consent or approval may be effected or obtained free of any conditions not acceptable to the Board.

12. AMENDMENT OR TERMINATION OF THE PLAN

{(a) The Board may at any time amend, modify, suspend or terminate the Plan; provided that, except
as provided in Section 10, above, the Board may not, without the consent of the shareholders of the Company,
make any amendment or modification which:

(i) increases the maximum number of shares of Stock as to which options may be granted

under the Plan, T V. - .
; el .

(i) changes the class of ¢ligible employees,
(iii) increases materially the benefits accruing to an employee under the Plan, or

(iv) otherwise requires the approval of the shareholders of the Company in order to maintain
the exemption available under Rule 16b-3 (or any similar rule) under the Securities Exchange Act of 1934,

(b) Notwithstanding the provisions of paragraph (a) above, the Board reserves the right to amend or
modify the terms and provisions of the Plan and of any outstanding options granted under the Plan to the extent
necessary to qualify the options granted under the Plan for such favorable federal income tax treatment (including
deferral of taxation upon exercise) as may be afforded options granted under an employee stock purchase plan
within the meaning of Section 423 of the Code, the regulations promulgated thereunder, and any amendments or
replacements thereof,

() No amendment, modification or termination of the Plan (whether by action of the Board or by
_expiration of the Plan term) shall in any manner affect any option theretofore granted under the Plan without the
consent of the Optionee or any person claiming under or through the Optionee.

13. EFFECTIVE DATE

The Plan shall become effective on the date on which it is adopted by the Board, provided that the
Plan is approved by the shareholders of the Company within twelve months thereafter. The Board may issue
options pursuant to the Plan prior to its approval by the shareholders of the Company, provided that all such
options are contingent upon shareholder approval of the Plan within said twelve-month period.
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EXHIBIT B

REPORT OF AUDIT COMMITTEE

February 27, 2007
To the Board of Directors of Fulton Financial Corporation:

We have reviewed and discussed with management Fulton Financial Corporation’s audited financial
statements as of, and for the year ended, December 31, 2006.

We have discussed with representatives of KPMG LLP, Fulton Financial Corporation’s independent
auditor, the matters required to be discussed by the Statement on Auditing Standards No. 114, The Auditor’s
Communication with Those Charged with Governance, as amended, by the Auditing Standards Board of the
American Institute of Certified Public Accountants.

We have received and reviewed the written disclosures and the letter from the independent auditor
required by Independence Standard No. 1, Independence Discussions with Audit Committees, as amended, by
the Independence Standards Board, and have discussed with the auditor the auditor's independence.

Based on the reviews and discussions referred to above, we recommend to the Board of Directors that the
financial statements referred to above be included in the Corporation’s Annual Report on Form 10-K for the year
ended December 31, 2006. : ‘

George W. Hodges, Chair
Thomas W. Hunt, Vice Chair
Patrick J. Freer
Willem Kooyker
Gary A. Stewart

47







Fulton Financial -Corporatg'on

. e e e e B .

2006 Financial Information-* + -~ -+ '~
Dé;scrigti()ln _.7,-7‘ ‘ . _' | L ’. “.-f;"—':_ . L : ‘-&lggv_i-
S-Y\C{ar Consol'i'_d‘;ited: Summar-y"ofFinancial"l.{espil'ts..........;:.;.‘.‘f.f.;............;..':....'...'.'.' .......................... 2
_Mz.ijri::a\'gc;l;nt’"s; Disé{lséion Va-nrd Analys{s of Résul;s o} Ol;;ré;t.ié‘r-;:s f;m_d.Financial Condit‘ion.'.‘ ........ .3 .‘
Consalidated Ba‘llanc'e Sheets...i.!....' ...... '.. ....... " ..... ; h’ ........ et . L'319,:,!
C%)r’llsolida;ed Statement.s of In.come .............. ..................... ......... r ...... e SRS '40 .l’,
Consolidated Statéments of Shareholders’ Equit'y and Coml;fehensive Income...................'...,:.. ...... 41 '
. . - e " L N : 1
C.i_)_ns.olidatedSt_aiémentsofCésh Flows ................ s ‘ ....... | 42"
Notes to Consolidated Financial Statements ........... . &

Management Report on Internal Control Over Financial Reéporting ... SRR T

&y n ]
Reports of Indépendent Registered Public Accounting Firm 4. oz, s 76
‘ . - . ; v A .
Quarterly Consolidated Results of Operations (UNaudited) ..., vooeerrertoenion e S 79
. 4 !‘c v o
) 4 N . -
' | - ‘ - — A
J . : - R . y "
] ' : N 1} " 1 1 H ‘
)
- ' i ’
[} 5 Y’ 4 ) . ? S~ f
{ 11‘— ‘ ‘ ‘ ’,




Fulton Financial Corporation:

5-YEAR CONSOLIDATED SUMMARY OF FINANCIAL RESULTS

(dollars in thousands, except per-share data and ratios) L ST ST
For the Year
2006 2005 2004 2003 2002

SUMMARY OF INCOME
[NLErESt INCOMIE. .vvvureerireeercecra e s $ 864,507 $ 625,768 § 493,643 $ 435531 § 469,288
INterest EXPense ..o..ovvevereereeecerrcereeenrsion 378,944 213,220 135,994 131,094 ., 158219"
Net interest iNCOME ......oo.ooveeverrererenrresernnes 485,563 412,548 357,649 304,437 311,069
Provision for loan losses............c..cooneennn 3,498 3,120 4,717 9,705 11,900
Other iINCOME ....oeeeeeererrce e 149,875 144,298, 138,864 134,370 114,012
Other eXPENSES. ..nmrvvverrrssssimeeeeceeoeeneermeiee 365,991 316,291 © 271,515 | 233,651 226,046
Income before income taxes 265 349 237 435 - 214,281 195,451 187,135
INCOmeE 1axes ........... e ' - 80,422 71361 T 64,673 59,084 56,181
NELINCOME. ..o 185,527 $ 166,074 $ 149,608 $ 136367 § 130,954
PER-SHARE DATA (1) o o ' s R
Net income (Dasic)....c..co.rvereeecereorecerrerere $ 1.07 $ 1.01 $ 0.95 b 093 § (.88
Net income (diluted)........oococvriciinvicriieens 1.06 1.00 09%4.. . 0.92 + 0.88"
Cash dividends.........ccoccevvncennreecnrniiiinnns 0.581 0.540 0.493 0.452 0.405
RATIOS . LETE D . T L PP
Return on average assets ........coceevveeereenenns 1.30% 1.41% 1.45% 1.55% 1.66%
Return on average EQUILY .ot irinirininines 12.84 13.24 13.98 , 1523 - 15.61
Return on average tangible equity (2)......... 23.87 20.28 18.58 17.33 17.25
Net interest margm ...................................... .82 3.93 3.83 . 382 435
Efficiency ratio ...........o.... et 56,00 35.50° " 55.90- “54.00 152,70
Average equity to average asselS. ..o, 10.10 10.60 10.30 10.20 10.60
Dividend payout ratio ..........cozveeersenees P . . 54.80 ,-54.00 e p52.50 4920, « 04600
PERIOD-END BALANCES
Total assets.....coepeurerene et $14,918,964 - $12,401,555  $117160,148 | $9,768,669, $ 8,388915.
TNVESNENE SECUTILES w...vneeeveerereerrerrereirs e 2,878,238 2,562,145 2,449,859 2,927,150 2,407,344
Loans, net of unearned iNCOME.......ccverernne. 10,374,323 . 8424728 7,533,915, 6,140,200 5,295,459
Deposits ... it 10,232,469 1 8,804,839 117,895,524 ' < 6,751,783 ' 6,245,528
Federal Home Loan Bank advances

and long-term debt.......oocooviinnc 1,304,148 860,345 684,236 568,730 535,555
Sharcholders’ equity.......ccccvmrinininnnerennns 1,516,310 1,282,971 1,244,087 948,317 864,879
AVERAGE BALANCES '
TOtal ASSELS. erereeeerrereieerersierereereresresesenens $14,297,681 $I11,781,618  $10,347,290 $ 8,805,807 % 7,903,920
[nvestment SeCurities ..o veeecerrccieccecennne. 2,869,862 2,498,671 2,562,165 2,569,421 1,949,635
Loans, net of unearmed income.........occevre. 9,892,082 7,981,604 6,857,386 5,564,806 5,381,950
DEPOSILS c.oevveecrererencec st esrsnns 9,955,247 8,364,435 7,285,134 6,505,371 6,052,667
Federal Home Loan Bank advances

and long-term debt......ccoocvvveiviiee. 1,069,868 839,827 640,176 568,959 478,937
Shareholders' equity......cooovcoveecrceniciiinea 1,444,793 1,254,476 1,069,904 895,616 839,111

(1) Adjusted for stock dividends and stock splits.

(2) Netincome, as adjusted for intangible amortization (net of tax}, divided by average shareholders’ equity, net of goodwill and intangible assets.




Fulton Financial Corporationi.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Management’s Discussion and Analysis of Financial Condition and Results of Operations (Management’s Discussion) concerns
Fulton Financial Corporation (the Corporation), a financial holding company registered under the Bank Holding Company Act and
incorporated under the laws of the Commonwealth of Pennsylvania in 1982; and its wholly owned subsidiaries. This discussion and
analysis should be read in conjuncuon with the consolidated financial statements and other financial information presented in this
report. . . | L . e ‘ ' ' '

FORWARD-LOOKING STATEMENTS | - T . . o
’ R I

The Corporation has made, and may contmue to make, certain forward looking statements w1th respect to acquisition and growth
strategies, market risk, the effect of competition and interest rates on net interest margin and net interest income, investment strategy
and income growth, investment securities gains, .other-than-temporary impairment of investment securities, deposit and loan growth,
asset quality, balances of risk-sensitive assets to risk-sensitive liabilities, employee benefits and other expenses, amortization of
intangible assets, goodwill impairment, capital and liquidity strategies and other financial and business matters for future periods. The
Corporation cautions that these forward-looking statements are subject to various assumptions, risks and uncertainties. Because of the
possibility that the underlying assumptions may change, actual results could differ materially from these forward-looking statements,

OVERVIEW

As a financial institution with a focus on traditional banking activities, the Corporation generates the majority of.its revenue through
net interest income, or the difference between interest earned on loans and investments and interest.paid on deposits and borrowings.
Growth in net interest income is dependent upon balance sheet growth and/or maintaining or increasing the net interest margin, which
is net interest income (fully taxable-equivalent) as a percentage of average interest-earning assets, The Corporation also generates
revenue through fees earned on the various services and products offered to its customers and through sales of assets, such as loans,
investments, or properties. Offsetting these revenue sources are provisions for cred:t losses on-loans, operatmg expenses and income

taxes. ' C Lot

The Corporation’s net income for 2006 increased,$19.5 million, or 11.7%, from $166.1 million in 2005 to $185.5 million in 2006.
Diluted net income per share increased $0.06, or, 6:0%, from $1.00 per share in 2005 to $1.06. per- share in 2006. In 2006, the
Corporation realized a return on average assets of 1.30% and a return-on average tangible equity of 23.87%, compared to 1.41%.and
20.28%, respectively, in 2005, Net income for 2005 increased $16.5 million, or ]1 0%, from $l49 6 million in 2004., Diluted net
income per share for 2005 increased $0.06, or 6.4%, from $0.94 per share in 2004. ) . o S

The 2006 increase.in net income was drlven by a $72 6 mllllon or 17 7% increase in net mterest income after the provision for loan
“losses, primarily due to external growth through acquisitions, which contributed $60.4 million to the increase, Also contributing to the
increase was a $4.8 million, or 3.5%, increase in other income (excluding securities gains), primarily as a result of acquisitions. These
items were offset by a $49.7 million, or 15.7%, increase in other expenses, also prlmarlly due to acquisitions, and a $9.1 million
increase in income tax expense . . . ‘ . - o S

v
e . . .
; ' ’ PR ! ' i

In 2006 the- Corporation experienced a declme in net interest margin of 11 basis: po:nts Significant increases in loans and
investments, due to both external and internal growth, were funded by higher cost certificates of deposits and short-term borrowings,
as opposed to lower cost core demand and savings accounts. If loan demand continues to outpace the growth of core demand and
savings accounts based upon the continuation of the current interest rate environment and price sensitivity of customers, then further
compression of the net interest margin may occur.

' . . LN - -~
! P - . 4 . * . . .

The following summarizes some of the more significant factors that influenced the Corporation’s 2006 results, . . S 1

. . . ;o : ' . . Ty o L.
nterest Rates — Changes in the interest rate environment can impact both the Corporation’s net interest income and its non-interest
income. The term “interest rate environment” generally refers to both the level of interest rates and the shape. of the U. S. Treasury
yield curve, which is a,plot of the yields on treasury securities over various maturity terms. Typically, the shape.of the yield;curve is
upward sloping, with longer-term rates exceeding short-term rates. However, during 2006, the yield curve was relatively-flat, and at
times, downward sloping, with minimal differences between long and short-term rates, resulting in a negative impact to the

Corporation’s net interest income and net interest margin, . !
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Fulton Financial Corporation

MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Floating rate loans, short-term borrowings and savings and time deposit rates are generally influenced by short-term rates. During
2006, the FRB raised the Federal funds rate four times, for a total increase of 100 basis points since December 31, 2005, with the
overnight borrowing, or Federal funds, rate ending the year at 5.25%. The Corporation’s prime lending rate had a corresponding
increase, from' 7.25% to 8.25%, resulting in an increase.in the rates on floating rate loans as well as the rates on new fixed-rate loans.
More significantly, the increase in short-term rates also resulted in increased funding costs, with short-term borrowings immediately
repricing to higher rates and deposit rates, although more discretionary, increasing due to competitive pressures. Additionally, as rates
increased, customers shifted funds from lower rate core demand and savings accounts to fixed rate certificates of deposit in order to
lock into higher rates. As a result, the net interest margm was negahvely impacted when compared to the prior year, as shown in the
following table: - ' - . . :

+

2006 ‘ + 2005

-+ 1™ Quarter - ' 3.88% 3.96% . N
. 2" Quarter 3.90 3.92 e .
.o 3™ Quarter - 385 ‘ 3.91 '
: 4™ Quarter -« - 3.68 3.92
Year to Date 3.82 3.93

With respect to longer-term rates, the 10-year treasury yield, which is a common benchmark for evaluating residential mortgage rates,
increased 1o 4.71% at December 31, 2006 as compared-to 4.39% at December 31, 2005, Higher mortgage rates resulted in slower
refinance activity -and origination volumes and, therefore, lower net gains for the Corporation on fixed rate residential mortgages,
which are generally sold in the secondary market. While absolute- longer-term rates increased, the 32 basis point increase in the 10-
year treasury yield was significantly less than the 100 basis pomt increase in short-term rates, resulting in a flattened and, at times,
downward sloping, yield curve during 2006. If rates continue to'rise and the yield curve steepens, residential mortgage volume could
decrease even further, resulting in a-greater negative impact on non-interest income, -as gains on sales would decline. The “Market
Risk” section of Management’s Discussion summarizes the expected impact of rate changes on net interest income.

Acquisitions — In February 2006, the Corporation acquired Columbia’Bancorp (Columbia).of Columbia, Maryland. Columbia was a
$1.3 biltion bank holding company whose primary subsidiary was The Columbia Bank, which operates 20 full-service- community
banking offices and five retirement community offices in Frederick, Howard, Montgomery, Prince George’s and Baltimore Counties
and Baltimore city..In July 2005, the’ Corporatlon acquired SVB Financial Services, Inc. (SVB) of Somerville, New Jersey, a $530
million bank holding company whose primary subsidiary was Somerset Vailey Bank. Period-to-period comparisons in the “Results of
Operations” section of Management’s Discussion are impacted by these acqunsmons when 2006 results are compared to 2005. Results
for 2005 in comparison to 2004 were impacted by the acqu:smon of SVB, Resource Bancshares Corporation (Resource) in April 2004
and First Washington FinancialCorp’ (First Washington)' in December 2004. The discussion and tables within the “Resulis of
Operations” section of Management’s Discussion highlight the contributions of these acquisitions in addition to internal changes.

Acquisitions have long been a supplement to the Corporation’s mtema] growth, These recent acquisitions prov1de the opportunity for
additional growth, as they have allowed the Corporation’s existing products and services to be sold in new markets. The
Corporation’s acquisition strategy focuses on high growth areas with strong market demographics and targets organizations that have
a comparable corporate culture, strong performance and sound asset quality, among other factors. Under the Corporation’s “super-
community” banking philosophy, acquired organizations generally retain their status as separate legal entities, unless consolidation
with an existing subsidiary bank is practical. Back office functions are generally consolidated to maximize efﬁciencies.

Merger and acquisition activity in the financial services mclustry has been very competitive in recent years, as evidenced by the prices
paid for certain acqu:smons While the Corporation has been'an active acquirer, management is.committed to basing its pricing-on .
rational CCODOIT]IC models. Management will contmue to focus on generatmg growth in the most cost-effectwe manner.

o, N

Merger and acqunsltlon activity has also impacted the Corporauon s capital and hqu1d1ty In order to complete acquisitions, the
Corporation implemented strategies to maintain appropriate levels of capital and to prov:de necessary cash resources. See addltlona]

information in the “quu1d|ty” section of Managemem $ DlSCLlSSIOﬂ
. . 1




Fulton Financial Corporatt_fon

MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Deposits and Borrowings — The Corporation’s interest-bearing liabilities increased from 2005 to 2006 in order to fund achIlSlllOrlS
and loan growth.

" .o

During 2006, the Corporation experienced a shift from lower cost interest-bearing demand and savings deposit accounts (36.9% of
total interest-bearing liabilities in 2006, compared to 40.9% in 2005) to higher cost certificates of deposit and short-term. borrowings
(53.2% in 2006, compared to 49.5% in 2005). The shift to higher cost liabilities has.contributed.to the decline in net interest margin.
Obtaining cost-effective funding will continue to be a challenge for the Corporation and the financial institutions industry in general.
T . , : ’ " ' \ e i i
Asset Quality ~ Asset quality refers to the underlying credit characteristics of borrowers and the likelihood that defaults on contractual
loan payments will result in charge-offs of account balances.. Asset quality is generaily a function of economic condmons but.can be
managed through conservative underwriting and sound collection policies.and procedures: * o 3 -

The Corporation has been able to maintain strong asset quality through different economlc cycles, attributable to its credit culture.and
underwriting policies. This trend continued in 2006 with net charge-offs to average loans decreasing from 0.04% in 2005 to 0. 02% in
2006. Non-performing assets to total assets slightly increased to 0.39% at December 31, 2006, from 0.38% at December 31, 2005;
however, this level is still relatively low in absolute terins. While overall asset qual1ty has remained strong, deterioration in quality of
-one or several significant accounts could have a detrimental impact on the ability of some to pay according to the terms of their loans.
In addition, rising interest rates could increase the total payments of borrowers and could have a negative impact on their ability to
pay according to the terms of their loans. Finally, dccreases in the values: of underlymg collateral as a.result of markct or economic
conditions could negatively affect asset quality.

Equity Markets — As disclosed in the *Market Risk” section of Management ] Dlscussmn equity valuations can have an |mpacl on the
Corporation’s financial performance. In particular, bank stocks account for. a Sigmﬁcant portion of the Corporation’s equ:ty
investment portfolio. Historically, gains on sales of these equities have been a recurring component of the Corporanon s earnings.
Declines in bank stock portfolio values could have a detrimental impact on the Corporation’s ability to recognize gains in the future,




Fulton Financial Corporation

MANAGEMENT'S DISCUSSION AND ANAL YSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

RESULTS OF OPERATIONS °

Net Interest Income

U \

g

Net .interest income is the most significant component of the Corporation’s’'net income, The- abllny to manage net interest- income
over changing interest rate and economic environments is important to-the success of a financial institution. Growth in'net interest
income is generaily dependent upon balance sheet growth and/or maintaining or increasing the net interest margin. The “Market Risk”
section of Management’s Discussion provides additional information on the policies and procedures used by the Corporation to
manage net.interest income, The following .table provides a comparative average balance sheet and’ net interest income analysis for
2006 compared to 2005 and 2004. Interest income and yields are presented on a fully taxable-equivalent (FTE) bas1s using a 35%

Federal tax rate. The discussion following this table is based-on these tax-equivatent amounts. » «

.

1

Year Ended Dccember 31

AP TR

2004

(dol]ars in lhousands) " 2006 - - 2005 .
. Averagé ' Yield/ ~ Average ‘ Yicld/ Average Yicld/
ASSETS " Balance - Interest Rate " Balance Inferest © ““Rate’ ©  Balance Int€rest’ Rate
Intercst-caming assets: ' R ) T et e o f '
Loans and leases (1) .............. ... $ 79,892,082 $ 731,057  1.39% 7% “7398I:604 "$:520,565  6.52% $ -6,857.386° -$ 398,190 5.82%
Taxable inv. securities (2)........... t |, 2;268,209 97,652 - 431 ¢ © 1,996,240 ... 74921 375 <+ 2,162,695 76,792 3.54
Tax-exempt inv. securities (2) ... -, 447,000 21,770, 4.87 n- 368845, 17,971 487 264,578 14;353 543
EqQuity SECUFities (2)................ 154,653 7341 475 133,586 5,562 416 ;.. .. 134892 4974 3.69
Total investment securities ............ 2,869,862 126,763 4.42 2,498,671 98,454 394 2,562,165 96,119 3.76
Loans held for sale........c............ 215,255 15,564 .. 7.23 ,241 996 14,940 6.17 ‘ 135 758 8,407 6.19
Other intérest-carning assets........ ' 53,211" 2,530 ' 47 48,357 1,586 327 " 6,067 103 170
Total interest-carning assets........... T 13,030410 875914 673 10,770,628~ 635,545  5.90 19,561,376 502,819 526
Noéninterest-earmning assets: : ' ' A . - . : L
Cash and due from banks .......... 335935- 4. .., . 346,535 1. . / < 316170
Premises and equipment............. 185,084 - 158.526 128,902
Other assets (2) cvvvevencencinenene 852,186 598,709 425,825
L.ess: Allowance for
10an JOSSES - veecererecevenerenceireeen (105,934) (92,780) (84,983)
Total Assets.......vccneceneee. 3 14,297,681 $ 11,781,618 $ 10,347,290
LIABILITIES AND SHAREHOLDERS’ EQU[TY
interest-bearing liabilities:
Demand deposits .......ooveeneececes $ 1,673,407 $ 25112 1.50% § 1,547,766 $ 15370 099% § 1,364953 § 7,201 0.53%
Savings deposits ..o 2,340,402 51,394 .19 2,055,503 27,116 1.32 1,846,503 11,928 0.65
Time deposits 4,134,190 170,435 4.12 3,171,901 98,288 310 2693414 70,650 262
Total interest-bearing deposits....... 8,147,999 246,941 3.63 6,775,170 140,774 2.08 5.904 870 89,779 1.52
Short-term borrowings 1,653,974 78,043 4.67 1,186,464 34414 2.87 1,238,073 15,182 [.23
Long-term debt 1,069,868 53,960 5.04 839,827 38,031 4.53 640,176 31,033 4.85
Total intercst-bearing liabilities ..... 10,871,841 378,944 348 8,801,461 213,219 2.42 7,783,119 135,994 1.75
Noninterest-bearing liabilities:
Demand deposits .....cocoveceniinn. 1,807,248 1,589,265 1,380,264
Other... ... . 173,799 136,416 114,003
To!al I,Jabalr!fev 12,852,888 10,527,142 9,277,386
Shareholders' BOUILY e 1,444,793 1,254,476 1,069,904
Total Liabs. and Equity ....... $ 14,297,681 $ 11,781,618 $ 10,347,290
Net interest income/net
interest margin (FTE) ..o, 496970 3.82% 422326 393% 366,825 3.83%
Tax equivalent adjustment............. (11,407) (9,778} (9,176)
Net interest income.....o..oeoeeeerns $ 485,563 $ 412,548 § 357,649
E————— ] =

(1} Includes non-performing loans.

(2) Balances include amortized histerical cost for available for sale securities. The related unrealized holding gains (losses) are included in other assets.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND. FINANCIAL CONDITION

The following table sets.forth-a summary of changes in FTE interest income and expense resulting.from changes m-avcragc,balances

(volumes) and changes in rates:- RS ot N R L R o
i e ) ] 2006 vs. 2005 2005 vs. 2004
e *  ‘Increase (decrease) due Increase (decrease) due

) B T S to change in to change in :

Volume Rate Net Volume Rate Net

) - ! e : N (m thousands) .o - r

Interest income on: e e Co . "i
Loans and leases ... A $ 135262 § 75, 230 $210492 S 69877 § 7 52457 -§ 122334
Taxable investment securities 10,929 11802 22,731 7 (6194 T 4,638 ' (1,556)
Tax-exempt investment securmes R " 3,805 (6) 3,799 - 5192 (1,700) 3,492
Equity SECUTtEs ;. .. .orvevrrveverersroreressecscne ‘942 837 1,779 eI T 326 275
Loans held for s‘z'l,le ............... R 1,762y ,z 3§_6 624 6532 1 6,533
Short-term investments .......... S 173 T 944 1,305 178 1,483
. Total interest-earning assets .............. "8 4149349, $ 91,020~ .5 240,369 § 76661 -3 55900 $ 132;561

Interest expense on: : a I T

Demand deposits ...y $ 1,335 $ 8407 S 9742 0§ 1076 $ 7,093 $ 8,169
Savings deposits ......ccveveeiniieriniee e o 4229 20;049' 24,278 1,488 13,700 15,188
Time deposils ....cvvvieieveececenccni s 34,536 37,611 72,147 13,676 13,962 27,?3 g
Short-term borrowings ..............: fpesaeesens . 16,848 - 26,781 43,629 © o (645) 19,877, ,. 19,232
Long-term debt ..ot 011,254 4,675 15,929 9,152 . . (2,154). 6,998
Total interest-bearing habrhnes...;.... $ 68202 $ 97533 0§ 165725°77$-"24747 S 52478 S 77225

Note: Changes which are partly atmbutable to rate and volume are allocated bascd on the propom(m ofthc dlrcct chang,es atlnbutable 1o rate and volumc ,

2006 vs. 2005 . R

Net interest income' (FTE) increased $74.6 millioh, or 17:7%, from $422:3 million in 2005 to $497.0 million in 2006, primarily as a
result of increases in average balances of interest-earning assets and partially as a result of increases in rates.

Average interest-earning assets grew 21.0%, from $10.8 billion in-2005 to $13.0 billion in 2006, with acquisitions conmbutmg
approximately $1.4 billion to this increase. Interest income increased $240.4 million, or 37.8%, primarily as a result of the increase in
average interest-eaming assets, which contributed $149.3 million of the increase, with the remaining growth in interest income due to
the 83 basis point, or 14.1%, increase in average rates on mlerest-eammg assets. .. T o | L ;
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

The increase in average interest-earning, assets was primarily due to loan growth, and partially due to investment growth. Average
loans increased by $1.9 billion, or 23.9%, to $9.9 billion in 2006. The foliowing table presents the growth in average loans, by type:

|
|
| .
‘ ‘ o 3 ) Increase
. : - 2006 2005 $ Y%
. . (dollars in thousands)
Commercial - industrial and financial.........oo...ccoomeeec.. $2,478,893 § 2022615 $ 456,278 22.6%
Commercial - agricultural ... 335,596 324,637 10,959 © 34

Real estate - residential mortgage and home, equlty......' 2,058,034 1,710,736 " 347,298 20.3. .

Real estate - CONSIUCHOM «....vovevereeecteeeeesesceeeeeeeeeeees e 1,345,191 732,847 612,344 '83.6

COMSUMET ....vvvvevessaereresssassesessssssssssssssessssssissssassinsson e 522,761 501,926 20,835 42 o

Leasing and other.................. et ere e 71,177 67,113 © 10664 - 159 0 :
Total ..o I $ 9,892,082 $ 7;981,604 $ 1,910,478 23.9%

Acquisitions contributed approximately $1.2 billion to the mcrease m average balanccs The following table presents the average
" balance impact of acquisitions, by type:

1

g : 2006 2005 - Increase

v

(in thousands)

Commercial - industnal and financial................leeeen. $ 337062 $ 32,576 § 304,486
Real estate - commercial MOTtZALE .....p.vvvvnrrrcrerririnee - 261,493 73,743 187,750
Real estate - residential mortgage and home eqmty ...... 263,370 .28,509 234,861
Real estate - CONSIUCHON o onnoe oo feereeeevena e 435,002: = - 17,700 — 417,392
COMSUIMET ......cvovireeireeeneseesenr s sen e n s en s 4,992 864 4,128
Leasing and other...........co..coo.... e 3,725 119 3,606

TOLAL......oovovee e $1,308,734 § 153,511 $1,152,223

The following table presents the growth in average loans, by:type, excluding the average balances contributed By acquisitions:

'
. i

Increase
o v 2006 - + 2005 e V%
! ‘ - . . S (dollars in thousands)

e ! . )

Commercial - industrial and financial......coovevverennts -$ 2,141,831 3 l ,990,039 $ 151,792 v 76% 0 !
Commercial - agricultural ........ccoceevverriiiiiiin, 335,596 324,637 10,959 34
Real estate - commercial MOtEAZE ...cocvvceeveeeienivenrinnn. 2,812,337 2,547,987 264,350 10.4
Real estate - residential mortgage and home equity...... 1,794,664 1,682,227 112,437 6.7
Real estate - CONSITUCHON .....vvcvereieeereeeinrseaeseeeeeeseensenns 910,099 715,147 194,952 273
CONSUIMIET ..veevrrenrrsriresssereseeses e e seeeeneeesembesstasstasssnessares 517,769 501,062 16,707 33
Leasing and other..........oinne e 74,052 66,994 7,058 10.5

TOUAL ..ot $8,586,348 § 7,828,093 $ 758,255 9.7%

Excluding the impact of acquisitions, loan growth continued to be strong in the commercial mortgage and construction categories,
which together increased $459.3 million, or 14.1%, over 2005. Commercial and agricultural loans grew $162.8 million, or 7.0%, in
comparison to 2005. Residential mortgage and home equity loans increased $112.4 million, or 6.7%, in comparison to 2005 due to
promotional efforts and customers using home equity loans as a cost-effective refinance alternative.

Real estate - commercial mortgage ..., 3,073,830 2,621,730 452,100 17.2
|
|
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MANAGEMENT’S DISC USSION AND ANALYSIS OF RESULTS OF. OPERATIONS AND FINANCIAL CONDITION

The average yield on loans during 2006 of 7.39% :represented an, 87 basis point, or 13.3%, increase in comparison 10 2005. This
increase reflected the impact of a significant portfolio of floating rate loans, which repriced as interest rates rose, as they did in 2906,
and the addition of higher yielding new loans.
Average investments increased $371.2 mllllon or 14.9%, in.comparison to 2005. Excluding the impact of acquisitions, the mvestment
balances increased $86.0 million, or 3.5%. Durmg the second half of 2006, the Corporation pre-purchased approximately $250.0
million of investment securities, based on expected cash inflows from maturities of investments over the subsequent six-month penod
These were funded by a combination of - short and Ionger-term borrowmgs a pomon of which have been repaid with maturities of
investments, while the remaining portion ‘will be repaid during 2007 ., :
The average yield on investment secuntles lmproved 48 basis points to 4.42% in 2006 from 3.94% in 2005, The increase was due to
the maturity of lower yielding mveslments with reinvestment at higher rates. Also contributing to the increase was a reduction in
premium amortization, which is accounted for as a reduction of interest income, from $6.9 million in 2005 to $4.8 million in 2006
due to both a reduction in*premiums on purchases of mongage—backed secuntles in 2006 and’ due to decreased prepayments on
mortgage backed secuntles as mterest rates rose k :
The increase in interest income (FTE) was offset by an increase in interest expense of $165.7 million, or 77. 7%, to $378.9 million in
2006 from $213.2 million‘in 2005. Thé increase in interest expense was prlmanly due to a 106 basis point, or 43.8%, increase in the
cost of total interest- bearmg liabilities in 2006 in comparison to 2005 The remaining increase in' interest expense was due toa $2.1
bllllon or 23.5%, i mcrease in total interest- beanng hablhues pamally due to acquisitions and partially due o 1merna] growth

1 BCL I B . N
The increase in interest expense was prlmarlly due to the i mcrease in intefest rates, and partially due to the increase in mterest-beanng
deposits. The following table presénts average depos:ts by typé: o ' .

i . ' : P

‘ . . ’ Increase .

. ' 2006 2005 $ % '

‘ - ‘ .. {dollars in thousands) ]
Noninterest-bearing demand..... 'S 1,807,248 § 1,589,265 ''$ 217,983 13.7%
Interest-bearing demand ..... S— 1,673,407 1,547,766 125,641 - 8l ,

, Savmgs/money market ....... . 2,340,402 2,055,503 3 284,899 13.9 ., ‘
Time deposns ........... esesereen 4,134,190 3,174,901 962,289 303 .
Total.....cvveeiviccriennnn, $ 9955247 § 8,364,435 % 1590812 - 19.0% N

Acquisitions accounted for approximately $1.1 billion of the increase in average balances. The following table presents the-average
balance impact of acquisitions; by type: .- « T . oo )
14 o -

! 1 . . .
' + . - T e

e .. 2006 2005 - Increase

' ¥ o e (in thousands) =~ - oo
B ¢ ) . P ) . . . . ., 2, . - )}
Noninterest-bearing demand..... $ 289,332 % 33042 % - 256,290 1 - ' ‘ to
Interest-bearing demand............ 160,938 53,461 107,477

- Savings/money market............. . 271,736 " 76,251 201,485 : :
+ Time deposits . 628,881 74,907 - -+ 553974 C . sy
©Totall e, $ 1,356,887 § 237,661 § 1,119,226 Co . "

L . . . .t noy "
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

The following table presents the growth in average deposits, by type, excluding the contribution of-acquisitions: - P soar
Irtcrease {decrease) '
2006 2005 b . %
' R (dollars in thousands) o '

. 2
- - . ' Y ?
N 1

' _Nommerest bearmg demand....: $ 1,517916 ° $ 1556223 % (38 307) C25% ‘

e

! Interest-bearing demand........... Y 1,512,469 1:494,305 18164 ¢ 12 IR
Savings/money market.............. 2,062,666 1,979,252 ' 83414 . . ‘42 - o
Time deposits .......ovevviieiininenss 3,505,309 3,096,994 408,315 13.2
Toral.: ...................... . $ 8598360 $° 8,126,774 § 471,586 58%' |

[ o4 . 3

Excludmg the |mpact of acqunsmons the Corporatlon experlenced 51gmﬂcam growth n cemﬁcates of deposrt asa result of the FRB’s
rate increases over the past year, makmg them an attractive investment alternative for customers. The change in the composttion of
deposits contributed to the 95 basis point, or 45.7%, increase in the average cost of interest-bearing deposits in comparison to 2005.

Average borrowmgs increased 5697 6 mrlhon or 34 4% durmg, 2006. Excluding the :mpact of acqu151t10ns average short term
borrowings increased $242.9 million, or 20.5%, to $1.4 billion. The i increase in short term borrowmgs was mainly due to an increase
in Federal funds purchased to f'und loan growth, offset shght]y by lower borrowmgs outstanding ‘under customer repurchase
agreements. Average long- term debt increased $230.0 ml.lhOll or 27.4%, o $1.1 billion, with acqmsmons contributing $29.3 million.
The additional increase in long-term debt was primarily due to the issuance of $154.6 million of junior subordinated deferrable
interest debentures in January 2006, the 1mpact of $100.0 million of subordinated debt issued and outstandmg since March 2005 and
additional Federal Home Loan Bank (FHLB) advances.

2005 vs. 2004 .
Net interest income (FTE) increased $55.5 'million,';or 15.1%, from $367.0 million in 2004 to $422.3 million in 2005, due to both
average balance sheet growth and a higher net interest margin for 2005 in comparison 1o 2004.

Average interest-earning assets grew 12.6%, from $9 6 billion in 2004 1o $10.8 billion in *2005. Acqutsmons contributed
approximately $1.1 million to this increase. Interest income increased $132 7 mtllton or 26.4%, partially as a result of the increase in
average eammg assets, which contnbuted $76.7 mllhon of the i mcrease wrth the remammg growlh in mterest income due to an
increase in rates on interest- eammg assets. T . :

Average loans increased by $1.1 billion; or 16.4%; to; $8.0 billion-in 2005. Acquisitions' contributed approximately $694.5 million.to
this increase in average balances. Loan growth was strong in the commercial and commercial mortgage categories, which together
increased $284.6 million, or 7.0%, over 2004. Construction loans grew $40.0 million, or 14.5%, in comparison to 2004 mainly due to
increased activity in the Pennsylvania and New Jersey markets. Residential mortgage and home equity loans showed strong growth of
approximately $114.8 million due to promotional efforts and customers using home equity loans as a cost-effective refinance
alternative. The average yield on loans during 2005 was 6.52%, a 70 basis point, or 12.0%, increase from 2004. This incrcase reflects
the impact of a significant portfolio of adjustable rate loans, which repriced as interest rates increased throughout the year.

Average investments decreased $63.5 million, or 2.5%, in comparison to 2004 Excluding the 1mpact of aCCIUISlthﬂS the investment
balances would have decreased $390.7 million, or 15.8%. During 2004; proceeds from investment maturities were used to fund loan
growth, however during 2005, the Corporation’s purchases of new investment securities exceeded proceeds from sales and maturities.
The average yield on investment securities improved 18 basis points from 3. 76% in 2004 to 3.94% in 2005. This improvement was
due partially to premium amortization decreasing, which is accounted for as a reduction of interest income, from $10.5 million in
2004 to $6.9 million in 2005 as prepayments on mortgage-backed securities decreased. The remaining increase was due to the
maturity of lower yielding investments, with reinvestment at higher rates.

Interest expense increased $77.2 million, or 56.8%, to $213.2 million in 2005 from $136.0 million in 2004. The increase in interest
expense was primarily due to a 67 basis point, or 38.3%, increase in the cost of total interest-bearing liabilities in 2005 in comparison

10
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MANAGEMENT'S DISCUSSION(AND'ANALYSIS' OF RESULTS OF OPERATIONS AND FINANCIAL COND[T]OAf

to 2004. Competitive pricing pressures resulted in increased deposit rates in'response to-the FRB’s rate increases throughout 2005.

The remaining increase in interest expense was due to a $1.0 billion, or 13.1%, increase in total interest-bearing liabilities, ruultmg
from both acquisitions and’ mtcmal growth.

O . ' hP

Average borrowings increased. stightly ‘during 2005, with the $51.6 million decrease in average short-term borrowings more than
offset by a $199.7 million increase in long-term debt. Excluding the impact of acquisitions, average short-term borrowings decreased
$147.4 million, or.13.4%, mainly, due to a decrease in Federal funds purchased. In addition, customer cash management accounts,
which are included in short-tertn borrowings, decreased $20.6 mllhon or 5.1%, to an average of $385. 7 million in 2005. Average
long-term. debt increased '$199.7 million; or 31.2%,.to .$839.8 million, with acquisitions contributing $51 7 million t& the long-term
debt increase. The additional increase in long-term borrowings was due to the Corporation’s- issuance of $100.0 miltion ten-year

subordinated notes in March 2005 and an increase in'FHLB advances as Ionger -term rates were locked in annc:panon of continued
rate increases. . T

K ' ’ REIR I Aty , . o o,

Provision and Allowance for Lo:in Losses . ‘ R B

The Corporation accounts for the credit risk associated with lending activities through its allowance and provision-for'loan’ losses. The
provision‘is the expense recognized in the incomé statement to-adjust the ailowance to its proper balance, as determined through the
application of the Corporation’s allowance methodology procedures. These procedures include the evaluation of, the [risk
characteristics of -the portfolio and-documentation in accordance with the Securities jand; Exchange «Commission’s (SEC) Staff
Accounting Bulletin No. 102, “Selected Loan Loss Allowance Methodology and Documentation Issues” (SAB.102). See the “Critical

Accounting Policies” section of Management’s Discussion for a.discussion of the Corporation’s allowance for loan loss evaluation
methodology. - . v g . L e ’
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A summary of the Corporation’'s loan loss experience follows:

[

1 +

Loans outstanding at end of year............... el
‘Daily average balance of loans and leases..................

_ Balance of allowance for lpan losses

" at beginning of year........... et e

Loans charged off;

Commercial — financial and agricultural .................
Real estate — MOMEAZe.......vcverereeerrmereriraneressneens
CONSUMET c...ccviiicriiisi it esnre
Leasing and other...........ccoviiiecnivicnneiieees

Total loans charged off ...

Recoveries of loans previously charged off:

Commercial — financial and agricultural ................

L

Real estate — mortgage.......... SO SO SO s '
Consumer. s, SURRURVI 1 SO et
Leasing and other..........oooooirireceiiininceeeeeeee
T0Lal FECOVEXIES w.coveviiriinii i
Net loans charged off........coooiiiiee
Provision for loan 10SSes ... iiceeeierneecerceeeecenene
Allowance purchased........ccovivnnicniiecnineinenn
Balance ar end of Year ..........ooeeecineeonnenceieneens

Selecred Asset Qualiry Ratios:

Net charge-offs to average loans .........ccooceenennno

Allowance for loan losses to loans

outstanding at end of year...............ccoci
Non-performing assets (1) to total assets ...................
Non-accrual loans to total 10ans ..........ccocoeenceinncens

(1) Includes accruing loans past due 90 days or more.

¥

Year Ended December 31

2006

2005

2004

2003

2002

(dolidrs in thousands)

- 810,374,323 $8,424,728 © $7,533,915

1

$6,140,200 §$5,295,459

12

$ 9,892,082 $7981,604 $6,857,386 $5,564,806 $5,381,950
$ ,92',847 $ 89,627 '$ 77,700 S 71,9_20' $ 71872
3,013 4,095 3,482 6,604 7,203

429 467 .. 1,466 1,476 2,204

3,138 3,436 3,476 4,497 5,587

389 .. 206 453 651 676 .

6,969 8,204 8,877 13,228 15,670

© 2,863 2,705 * 2,042 1,210 842

- 268 1,245 906 711 . 669 .

1,289 1,169 1,496 1,811 2,251

97 77 76 97 56 -

4,517 5,196 4,520 3,829 3,818
2,452 3,008 4357 9,399 11,852
3,498 3,120 4717 9,705 11,900
12,991 3,108 11,567 5,474 -

$ 106884 S 92847 § 89,627 $ 77,700 71,920
0.02% 0.04% 0.06% 0.17% 0.22%
1.03% 1.10% 1.19% 1.27% 1.36%
0.39% 0.38% 0.30% 0.33% 0.47%
0.32% 0.43% 0.30% 0.37% 0.45%
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

The following table presents the aggregate amount of non-accrual and past due loans dnd other real estate owned (1): .

December 31

2006 2005 2004 2003 2002
“* (in thousands)
Non-accrual 10ans (2) (3) v, $ 33113 § 36560 § 22574 § 22422 § 24,090
Accruing loans past due 90 days or more ........ L. 20,632 9,012 © 8,318 9,609 ‘14,095
Other real estate ’ 4,103 2,072 2,209 585 938
TOUGL oot et $ 57,848 § 47644 3 33,101 $ 32,616 ‘S 39,123

()

@

()

In 2006, the loml inferest income that would have been recorded if non-accrual loans had been current in accordance with their onbmal
terms was approximately $2.6 million.’ The amount of interest income on non-acerual loans that was included in 2006 income was
nppmmmﬂtely $800,000. ‘

Accrual of interest is generally discontinued when a loan becomes 90 days past due as to principal and interest. When interest accruals
are discontinued, interest credncd to income is reversed. Non-accrual loans are restored to accrual status when all delinquent principal
and interest becomes current or the loan is considered secured and in the process of collection. Certhin loans, primarily adequately
collateralized mortgage loans, that are determined to be sufficiemly collateralized may continue to accrue interest after reaching 90 days
past due.

Excluded from the amounts presented at December 31, 2006 were $212.4 million in loans where possible credit problems of borrowvers.

have caused management to have doubts as to the ability of such borrowers to comply with the present loan repayment terms. These
loans were reviewed for impairment under Statement 114, but continue to pay according to their contractual terms and are therefore
not included in non-performing loans. Non-accrual loans include $18.5 million of impaired loans.

The following table summarizes the allocation of the allowance for loan losses by loan type:

Comm’ —
financial &

agricultural ...
Real estate — -

Mortgage ......
Consumer,
leasing

& other........

Unallocated......

Totai ...........

December 31
2006 2005 2004 2003 2002
{dollars in thousands)

% of \ % of % of % of . % of
Loans Loansin* . . Loans in Loansin . : Loans in

Allow- In Each Allow- Each - Allow- Each Allow- Each Allow- Each
ance " Category ance Category ' ance Catepory ance Category ,  ance Category

) ¢ ‘ o "- + .

$ 52,942 28.6% § 52,379 282% % '43,'207 30.1% § 34,247 31.7% $ 33,130 31.6%

37,197 65.5 17,602 64.7 19,784 625 14,471 159.0 13,099 56.8

6,475 59 7,935 7.1 * 16,289 7.4 16,279 9.3 14,178 11.6

10,270 - 14,931 - 10,347 - 12,703 - 11,513 -

$ 106,884 100.0%  § 92,847 100.0% § 89,627 100.0% $ 71,920 100.0%

¥ 77,700 100.0%

Ao

The provision for loan losses increased $378,000 from $3.1 million in 2005 to $3.5 million in 2006, after decreasing $1.6 million in
2005. Net charge-offs as a percentage of average loans were 0.02% in 2006, a two basis point decrease from 0.049% in 2005, which
was a two basis point decrease from 2004. Total net charge-offs were $2.5 million in-2006 and $3.0 million in 2005. Non-performing
assets as a percentage of total assets increased slightly from 0.38% at December 31, 2005 to 0.39% at December 31, 2000, after
increasing nine basis points in 2005. While the non-performing assets ratio increased slightly in comparison to 2003, the level of non-
performing assets was still relatively low in absolute terms. The 2006 increase was due primarily to the impact of a $10.0 million
loan, which the Corporation placed on non-acerual in October 2006. This loan was for a community reinivestment act project that had

13-
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

been delayed as a result of funding shortfalls. The 2006 increase in accruing loans past due 90 days or more was due to a-number of
factors, most significantly the timing of certain loan payments and the adequate collateralization of certain real estate mortgage loans.

In recent years, net charge-offs approximated the amounts recorded for the provision for loan losses. In 2006, net charge-offs were
tess than the provision for loan losses due to adjustments to the allowance for loan loss during the year based on application of the
Corporation’s allowance methodology.

The provision for loan losses is determined by the allowance allocation proceés whereby an estimated “need” is 'allocated to impaired
loans as defined in Statement of Financial Accounting Standards No 114, “Accounting by Credltors for lmpalrment of a Loan”, or to
pools of loans under Statement of Financial Accounting Standards No. 5, “Accounting for Conlmgenmes The allocation is based on
risk factors, collateral levels, economic conditions and other relevant factors, as appropriate. The Corporation also maintains an
unallocated allowance, which was approximately 10% at December 31, 2006. The unallocated allowance is used to cover any faciors
or conditions that might exist at the balance sheet date, but are not specifically identifiable. Management believes such an unallocated
allowance is reasonable and appropriate as the estimates used in the allocation process are inherently imprecise. See additional
disclosures in Note A, “Summary of Significant Accounting Policies”, in the Notes to Consolidated Financial Statements and “Critical
Accounting Policies”; in Management’s Discussion. Management believes that the allowance balance of $106.9 million at December
31, 2006 is sufficient to cover losses inherent in the loan portfolio on that date and is approp'fialq based on applicable accounting
standards.

Other Income and Expenses

2006 vs. 2005

Lt

Other Income :

The following table presents the components of other income for the past two years: , o
: ' Increase (decrease)

2006 2005 $ Yo

(dollars in thbusan_ds)

Investment management and trust servicés $ 37,441 A 35,669 h 1,772 5.0%

Service charges on deposit accounts............c........ 43,773 40,198 3,575 89
Other service charges and fees ..., 26,792 ‘ 24,229 v 2,563 10.6
Gains on sales of loans............ SR 21,086 . 25032 (3,9406) (15.8)
Gain on sale 0f deposits.........ccocovvrvceiceieverereeinans t - 2,200 - (2,200) © N/A
L0 15T USSR 13,344 10,345 2,999 29.0
Total, excluding investment securities gains ... 142,436 137,673 4,763 35.
Investment securities gains......... eeseteeiars i e * 7,439 6,625 .. 8l4 12.3

t

(77 O e $ 149875 § 144298 § 5577 C3.9%

N

The following table presents the amounts which were contributed by acquisitions:
: . . . . 2006 , 2005 - Increase

_ (in thousands)

Investment management and trust sérvices ... $° 805 § (14 'S 691

Service chargcs on deposit accounts .................. _ 2,508 . 217 . 229

-Other service charges and fees..........covvniiis 958 - .. 187

. Gains on sales of 10ans .........ccpvcorvenipenvivcigen 1,089 Coe B . 1,056

. Other ... ORI OPPOTOR P 1,161 . | 217 . . 944

Total, excluding investment securities gains ... 6,521 - - T782 o 05,769
Investment securities gains......coovvvvcreccrnncnnens - 57 . . . 57 -

e TOMA e e e, b 6,578 . $ 7525 % 5,826
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS-OF' OPERATIONS AND FINANCIAL CONDITION

The following table presents the components of other i mcome for each of the past two years, excludmg the amounts contributed by

acquisitions: . B T T L L T S SR R
. Increase (decrease) .
. S e 2006 2005 $ %
Boa b (dollars in thousands)
Investment management and trust services ......... $ ..t36,636 . . §... 35555 & 081 . 3.0%
" Service charges on deposit acCOUNtS .i...ocecvennen. L. 41,265 .. 39,981 . w1284 0 32 1
Other service chargés and fees..% ... ................. 025834 . ..24058. 776 74
* Gains on sales of 10aNS ..ol 15 19,997 oL 24999 . . {5002) ¢ 7 (20.0)
Gain on sale of deposns..............:...;'..: .................. SR AN - . 2,200 {2,200) " N/A
Other ..o e -."12,183 S.. 10,128 . .. 2,055 . 203 .
- Total, excl'udmg investment Securrtres gains .. SA‘ 135,915 $ 136921 - $7'(1,006) o {0.N% g
" Investment securmes gains... ’ 207382 0 - 6625 .- 757 " 114
o Total e, ‘...._....' .................. $ 1_43,297 $: 143,546 - § '(249) S (0.2)% '

-
The dlscussmn that follows, unless otherw:se noted addresses changes in other income, excludmg acqulsmons

+ - v

Excluding mvestment securities gains, total other income decreased $1.0 million, or 0.7%, as sl:ght growth in fec income was more
than offset by decreased gains on' sales‘of-mortgage loans.' The décrease in ‘gaiiis on sales-of loans'was due’to thie’changé in gaing on
the sale of mortgage loans, Wthh were lmpacted by the i increase m longer term mortgagc rates, resulting in both decreased volumes

T '..'" Y
Investment management and trust services increased slightly by $1.1 million, or 3.0%, primarily due to increases in trust commtssulon
income of $496,000, or 2. 2% resulting from positive trends within equity markets as well as expanded marketing initiatives to attract
new customers. . A . oo I !
+ - ' R . N

Total service charges on deposit accounts increased $1.3 million, or 3.2%. The.increase was due to increases of $1.2 millioniin
overdraft fees and $1.2 million in cash management fees, offset by a $1.1 million decrease in other service charges on deposit
accounts, primarily related to lower fees earned on both personal and commercial non-interest and interest-bearing demand accounts.
During 2006, the rising interest rate environment made cash management scrvices.more attractive for business.customers.

Other service charges and fées increased $1.8 million, or 7.4%,.due to increases in letter of credit fees ($921,000,.or 21.5%) and debit
card fees ($951,000, or 14.7%), offset by decreases in merchant fees ($366,000, or 5.1%).. Other income increased-$2.1 million, or

20.3%, due to $2.2 mllhon of ' gains on sales of branch and ofﬁce fa(:111t1_es during 2006. e . :

Including the impact of acqu151t|0ns investment secumles gains mcreased $814 000, or 12. 3%, in 2006. [nvestment securities gams
net of realized losses, included realized gains on the sale of equity securities of $7.0 million in 2006, compared to $5.8 million in
2005, and $474,000 and $843,000 in 2006 and 2003, respectively, on the sale of debt securities, which were generally sold to take
advantage of the interest rate environment.
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MANAGEMENT'S DISCUSSION AND ANALYSIS.OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Other Expenses v ey Pl

Y N SHon

't
The following table presents the components of other expenses for each of the past two years:

a

Increase (decrease)

.2006 2005 5 %
Dol m ’ (dollars in thousands)
. Salaries and employee benefits-«.................. §° 213,913 $ 181:889  §.-.32,024 » L 17.6%
Net occupancy expense ... TET NSRRI .36,493 29,275, -.7,218 247
Equipment eXpense .........ccceeifveetecrinininnenen ) 14,251 11,938 coL 2,313 '19.4
Data processing ... e < +12,228 12,395 ~o (167) .(1.3)
AVErtiSINg ..ol 10,638 8,823 1,815 v 20.6
Telecommunications.......e e ciivnsvcncienenee. 00 L 1,966 7,035 . . 931 13.2
Intangible aMOrtization ...t g 1 1,907 . 5311 . . 2,596 48.9
Supplies......ccoeveerrrrmreerene. SUOTESINS SO . 6,245 5,736 L 509, .,8.9
Postage ..o el s Te.. 5,154 4,716 438 9.3
Professional fees ..............uioniereerreenreemeomsnonse 5,057 5,393 (336) (6.2)
OEE oo 46,139 ., 43,780 2,359 5.4
Toml '8 365991 $ 316291 © § 49,700 15.7%
" Loty ) ! T ’ & N
The following table presents the amounts mcluded in the above totals,whlch were contr:buted by acqulsmons:
. - 2006 - 2005 lncrease-
(m thousands)
) PR oo O S N
Salaries and employee benefits ............ reeranies $ ., 27,643 $§. .3 483 $ 24,160
Net occupancy exXpense .......cooceevesievnservaserses 6,162 1,029 5,133
Equipment eXpense ........cccocevveeicreee e innens 2,121 328 1,793
v Data processing ... toniAteeden i 1,560 377 1,183 A
" Advertising ...t © 1,475 o e 173 C 1,302 .
Telecommunications... 1,007 <o 109 .' 898 oy
Intangible amortization ... 3,483 TRENA B 2772 ¥
Supplies......ccovrrininrinens 572 132 440
v Postage ... ST SR 485 48 ' 437+ 1
Profess:onal fees........:.' ..... errrenereanenes s t 403 - 82 . 321. o
01111 SRS .1 F. PRI 1. 4,256 :
TOUAL ..t $ 49,729 3 7,034 $ 42,695 '
' ' 2 ' i ' ‘ N
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDI TION

The following table presents the components of other expenses for each of the past two years, excluding the amounts contnbuted by
acquisitions:

. v P Co. e . : R S ' .Increase, (decrease) R
CL e - " r CoL 1 20060 % 0 2005 .0 - .§ . . % o b
. alot . S (dollars in thousands) o '

" Salaries and employee benefits .............li. 0 186270 -8 178406 % - 7,864 ‘4.4% e
Net occupancy expense ... . -30,331- - t28246 0 -+ 2,085 7.4
Equipment EXPEINSE wvvvrreniniresirerssraenessrorsiaesns 12,130 11,610 520 4.5 -
- - Data processmg ....... ST U 10,668+ 12,018 * -- (1,350) (182y - -
+‘Advertising ... : e 9,163° " . 8,650 @ - - 513 59
_ -Telecommumeatlons‘..'..Z, . " T6,959 - < 6,926 w33 05 ‘1‘
R ‘Intangible AMOTtIZAtION ... oot fo b 4424 - - <4600 ten- 0 (176) - (38 ¢
T T R 7 & B L.5,604 ¢ 69 12 -
Postage..... 4,669 4,668 1 - '
‘ ' Prof'essronal fees LT, R 1.~ SRR 1% ) B et 65Ty -(12.4) ‘
" _ Other 41,321 43218 - (1;897) ) R
- Total . e '8 316262 78T 3092577 T 7,005 23%

The discussion that follows addresses changes in other expenses, excluding acquisitions. L, Y
Salaries and employee benefits increased $7.9 million, or 4.4%, in 2006, with the salary expense component increasing $6 8 mllhon
or.4.7%. The increase was driven primarily by normal salary .increases. for existing employees and, to a lesser, extent, due to an
increase in the number of full-time employees, Also contributing to the increase in salaries was:a $646,000 i increase in stock-based
compensation expense and $630,000 of bonuses accrued under a new corporate management incentive compensation plan, offset bya
$630,000 decrease in bonuses accrued under pre-existing affiliate incentive compensation plans. Employee benefits increased $1.0
million, or 3.0%, due primarily to increased healthcare costs of $1.4 million, or.9.2%. Also contributing to the increase was a
$626,000, or 8.0%, increase in-profit sharing expenses. ’I'hese 1ncreases were, offset by decreased .COStS related to the Corporanon $

defined benefit pension plan of $1.3 million, or 36.1%, as a result of a. $10 7 mllllon contnbutlon to the plan in 2005. ,

( -

Net occupancy expense increased $2.1 million, or 7. 4%, due to the expansron of the branch network hlgher maintenance and utllrty
costs, increased rent expense and depreciation of real property. Equipment expense increased $520,000, or 4.5%, in 2006, due to
increased depreciation expense for equipment, higher rent expense related to office equipment and addltlons from the expansion’of

the branch network. A total of 12 and 8 new branch offices were opened in 2006 and 2005, respectively. e q

.

I

Data processing expense decreased $1.4 million,.or 11.2%, due to savings reallzed from the consolidation of back office systems of
two of the Corporation’s recently acquired affiliate banks. Advertising expense increased $513,000, or 5.9%, pnmanly relatedito
mcreased dlscretronary promotional campalgns durmg 2006. Professional fees decreased $657.,000, or 12. 4%, primarily related. ,to
legal fee recoveries in-2006 related to recovenes of non- accrual loans R .

N LS ) _h

Other expense decreased $1.9 mllllon or. 4 A%, i 111 2006 mamly due toa decrease of $1. 0 ml!llon in losses recorded in connection with
the settlement of a previously disclosed lawsuit. In addition, in 2003, the Corporatlon recorded a $600 000 expense for a loss 1ncurred
in an affiliate bank's mortgage operations. Finally, the Corporation realized certain state tax recoveries in 2006.. e

[ oo . noo R -




OGS

Fulton Financial Corporation

MANAGEMENT!S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

2005 vs. 2004 -+ T C e e

Other Income

In 2005, total other income' increased $5.4 million, or 3.9%, including $10.5 million contributed by the acquisitions of SVB, First
Washington and Resource. Excluding acquisitions and investment securities gains, other income increased $5.7 million, or 5.4%. The
discussion that follows, unless noted, addresses.changes in other income, excluding acquisitions.

[nvestment management and trust services decreased slightly by $104,000, or 0.3%. The 2005 decrease was due to brokerage revenue
decreasing $242,000, or 2.0%, offsect by trust commission income increasing $138,000, or 0.6%. '
o b 14

Total service. charges on deposit accounts decreased $477, 000 or 1.2%. The decrease was due to the Corporation reducing service

charges on deposit accounts in an effort to remain competitive and the impact of rising interest rates on commercial deposit account

service charge credits. This decrease was offset by increases, in overdraft and cash management, fees. Overdraft fees increased

$£778,000, or 4.7%, and cash management fees increased $229,000, or 3.0%. During 2005, the rising interest rate environment began
| to make cash management services more attractive for business customers. L ’

- RN

Other service charges and fees increased $3.0 million, or 14. 68/0 The increase was driven by growth in letter of credtt fees ($553,000,
| or 15.6%, increase), merchant fees ($2.2 million, or 44.4%, lpcrease) and debit card fees (712,000, or 12 6%, mcrease) The growth
in merchant fees was pnmanly due to contmued penetratlon m new markels. Debit card fees increased due’ to increased volume.

Gains on sales of loans decreased only $108,{}0(}, or 1.3%, as overall volumes remained strong despite a slight increase in longer-term
mortgage rates. Other income increased $1.2 millicn, or 26:8%; due to’growth in net servicing income on mortgage loans and gains on
sales of other real estate owned.

b - - B [ P o, ol o

t o ' ’ st e .

The gain on sale of ‘deposits resulted' from the Corporation selling three branches dnd related deposits in two separate transactions
i during the second quarter of* 2005 Vlrtuallyfthe entire $2:2 mtlllon gain resulted from the premlums recewed on'the $36.7 mtllton of
: deposnssold ' P 4 - :.1 :' \ B A . . L3 ! 1

e et . . - . . . .t
P N -1 ! N .. . . ) t

Including the impact of acquisitions,' investment Securities‘gains decréased $11%1 million, or 62. 6%, in 2005. Investment securities
gains included realized gains on the sale of eqiity securities of $5.8' million in 2005, down from $14.8 million in 2004, reflecting the
general decline in the equity iarkéts and bank stocks in particular; and $843,000 and $3.1 million in 2005 and 2004, respectively,‘'on
the sale of debt securlttes which were genera!ly sold to take advantage of the 1nterest rate envrronment

¢ ‘ Iy " I"n'i... [PV LA Tt 1 LI .

‘

T T L 1 o - 1 ' B B . N

“ a C ' . r

Other Exgenses
Total other expenses increaséd $38:8 mllhon or 14, 0%, i 2005 mcludmg $34.1¢ mll]lon due 10 acqutsrt:ons “The dlsoussmn that

follows addresses changes in other expenses, exc]udmg acquisitionss ' - : .7 : -

Salaries and employee benefits incredsed $10 million,"or 0.7%; in 2005, with the salary' expense component increasing $856,000, or
(.7%. The increase was driven by normal-salary incredses for- ex1stmg employeea and a slight increase in the number of full-time
employees, offset by a decrease in ‘stock-based compensation expense from $3.9'million'in 2004 to $1:0 million in 2005. The decrease
in stock-based compensation expense was primarily due to a chanige in'vésting for stock options from 100% vésting for the 2004 grant
10 a three-year vesting period for the 2005 grant. Employee benefits increased $163,000, or 0 6%, due primarily to increased
rettrement plan expenses, offset by ]ower hea]thcare expenses as the Corporatton changed-to a lower ‘cost healthcare prowder 1Y 2005
" s ‘*-. N . <t
Net occupancy expense increased $1.8 mtillon or'8.4%. The increasé résulted- from the expansion of the branch network ‘and- the
addition of new office space for certain affiliates. Equipment expense decreased $396,000, or 4.1%, in 2005, due to lower
depreciation expense for equipment as items became fully depreciated, offset partially by increases due to additions for branch
network and office expansions.

Data processing expense decreased $324,000, or 3.0%, reflecting the Corporation’s success over the past few years in renegotiating
key processing contracts with certain vendors, most notably an automated teller service provider, in 2005. Advertising expense
increased $1.2 million, or 18.3%, mainly due to growth in retail promotional campaigns.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

. \
Intangible amortization decreased $785,000, or 18.1%. Intangible amortization consists of the amortization of unidentifiable
intangible assets related to branch and loan acquisitions, core deposit intangible’ assets and other identifiéd intangible assets.. The
decrease in 2005 was related to lower amortization related to core deposit mtanglble assets, which are amortized on an accelerated
basis over the estimated life of the acqulred core deposits. + b u N T S

£
' . . . -

QOther expense mcreased $2 2 million, or 4.6%, in 2005 mamly due to a $2.2 million 1egal reserve recorded durmg the fourth quarter
of 2005 related to the settlement of a lawsuit, which alleged that Resource Bank iwviolated the Telcphone Consumer’ Protection  Act

{TCPA), prior to being acquired by Fulton Financial in April 2004. ‘

Income Taxes - LA S : S e Lt e
Income taxes increased $9.1 million, or 12.7%, in 2006 and $6.7 million, or 10.3%, in 2005. The Corporation’s effective tax rate
(income taxes divided by. income before income taxes) remained fairly stable at 30.2%, 30.1% and 30.2% in 2006, 2005 and 2004,
respectively. In general, the variances from the 35% Federal statutory rate consisted of tax-exempt interest income and investments in
low and moderate income housing partnerships (LIH Investrents), which. generate Federal tax,credits. Net credits associated with
LIH investments were $3.9 million, $4.9 million and $4.5 million in 2006, 2005 and 2004, respectively.

or

For additional information regarding income taxes, sec Note K, “Income Taxes”, in the Notes to Consolidated Financial Statements,

V . f . ' . p . T - ‘'
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

FINANCIAL COND!T[ON

hd

Total assets mcreased $2 5 b1ll|on or 20 3%, to $l4 9 bllhon -at December 31, 2006, from $12.4 billion at December 31, 2005.
Excluding the Columbia acquisition in'February: 2006, total assets increased $969. 0 million, or,7.8%. Total loans, net of the allowance

for loan losses, increased $1.9 billion, or 23.2% ($882.9 million, or 10.6%, excluding the acquisition of Columbia). During 2006,

increases in deposits and proceeds from short and long-term borrowings were used to fund loan growth, and to a lesser extent,
investment security purchases. Total deposits increased $1.4 billion, or 16.2%, to $10.2 billion at December 31, 2006 ($458.7 million,
or 5.2%, excluding the acquisition of Columbia), and total borrowmgs mcreased $825.7.million, or 38.2% ($561.5 million, or 26.0%,
excluding the acquisition of Columbia). . Lo _ o

The table below presents a condensed ending balance sheet for the Corporation, adjusted for the balances recorded for the 2006
acquisition of Co!umbla in companson to 2005 endmg balances

CN 1

A oo 3 2006 L . .- . 2005, - . .Increase (decrease)(3)
Fulton .. - .+ ‘Fulton - - ' - +« : P -
Financial = '~ Columbia Financial « Fulton
Corporation’ -+ Bancorp Corporation - - Financial -~ v : :
(As Reported) (n 2) Corporation $ %
Assets: S C IR : (dollars in"thousands) o o

Cash and due from banks....... $ 355018 8§ - 46,407 § 308,611 § 368,043  §  (59,432) (16.1)%

Other earning assets............... 267,230 16,854 250,376 275,310 (24,934) - (9.1)
Investment securities............. 2,878,238 186,034 2,692,204 2,562,145 130,059 5.1
Loans, net allowance.............. 10,267,439 1,052,684 9,214,755 8,331,881 882,874 10.6
Premises and equipment ........ 191,401 1,775 183,626 170,254 13,372 7.9
Goodwill and intangible

ASSELS ceveveeeerevrieriireerieinen, 663,775 218,060 445,715 448,422 (2,707) {0.6)
Other assets.....occceeeeeicccneeenn: 295,863 20,586 275,277 245,500 29,777 12.1

Total ASSets ....coveeeveeenrne, $ 1491894 $ 1,548400 $ 13,370,564 $ 12401,555 § 969,009 7.8%

Liabilities and Shareholders’ Equity:

DepPosits ...oveereereeeereeenennnn, $ 10,232,469 % 968,936 $ 9,263,533 § 88043839 % ' 458,694 5.2%
Short-term borrowings........... 1,680,840 184,083 1,496,757 1,298,962 197,795 15.2
Long-term debt ........occoeeeee, 1,304,148 - 80,136 1,224,012 860,345 363,067 423
Other liabilities ..................... 185,197 9,495 175,702 154,438 21,264 13.8
Total Liabilities.. .....c.......... 13,402,654 1,242,650 12,160,004 11,118,584  § 1,041,420 9.4
Shareholders’ equity ................ 1,516,310 305,750 1,210,560 - 1,282,971 (72,411) (5.6)

Total Liabilities and :
Shareholders’ Equity ... $ 14,918,964 $ 1,548,400 $ 13,370,564 $ 12,401,555 3 969,009 7.8%

{1) Balances recorded for the February 1, 2006 acquisition of Columbla Bancorp.
(2) Excluding balances recorded for Columbla Bancorp.
(3) Fulton Financial Corpotation, excluding balances recorded for Columbia Bancorp, as compared to 2005.
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Loans I : . . . _ . .o co o,

The following table presents loans outstanding, by type, as of the dates shown:

o . [ . . soae ey L

ST . December 31 - . ..
2006 <2008 2004 o .2003 ) 2002 .«
' (in thousands) '

Commercial — industrial and financial...... $ 2,603,224 . b3 '2,044,010 $ 1,946,962 % ‘1,594,451‘ $ 1,489,99b'

Commercial ~ agriculural ...t 361,962 331,659 326,176 354,517 © 189,110
Real-estate — commercial mortgage........ 3,213,809 - - 2,831,405 ° 2,461,016 1,992,650 - 1,527,143
Real-estate — residential mortgage and -~ " " S ‘ o '

HOME CQUILY —rrorvrrer e ecerrerereeeneene 2,152,275 1,773,256 . 1,650,139 1,322,977 1,239,603
Real-estate — CONSIUCtion ......................... 1,428,809 851,451 595,567 307,108 248,565
CONSUMET ..o, S 523,066 520,098 488,059 498,428 526,611

"Leasing and other..................... e T 100,711 79,738 72,795 - 77,646 84,063 -
T . 7 T 10,383,856 | C 8,431,617 7540714~ 6,147,777 ' 5,305,085

Uneamed inCome .........oecoooeeoooceorcorrmrenn (9,533) (6,889) . (6,799)" (1,577) (9,626)

Total ..o e 8 10,374,323 $ 8424728 % 7533915 $ 6,140,200 $ 5,295,459

Total loans, net of unearned income, increased $1.9.biltion, or 23.1%, in 2006 ($384.8 million, or 10.5%, excluding the acquisition of
Columbia). The internal growth of .$884.8 million included increases in total commercial loans ($282.3 million; or, 13.8%),
commercial mortgage loans ($245.1 million, or 8.7%), residential mortgage and home. equlty loans ($166.7 million, or 9.4%) and
construction loans ($142.4 million, or 16.7%).

Approximately $4.6 billion, or 44.8%, of the Corporation’s loan portfolic was in commercial mortgage, and construction loans at
December 31, 2006, compared to 43.7% at December 31, 2005. While the Corporation does not have a concentration of credit risk
with any single borrower or industry, repayments on loans in these portfolios can be negatively influenced by decreases in real estate
values. The Corporation mitigates this risk through stringent underwriting policies, and procedures. In addition, more than half of
commercial mortgages were for owner-occupied properties as of December 31, 2006. These types of loans are generally considered to
involve less risk than non-owner-occupied mortgages. C . . - . V

Investment Securities

4
The following table presents the can‘ymg amount of investment securities held to maturity (HTM) and available for sale (AFS) as of
the dates shown:

Deccmber 31 \

, 2006 B 2005 , 2004

HTM . AFS . Total . HTM . . AFS Total . HTM AFS§ . Total
’ (in thousands) ' '

Equity securities .......ccnerceeee. $ - § 165636 $ 165636 % - 8 135532 3 135532 § - % 170,065 $ 170,065

U.8. Government securities....... - 17,066 17,066 - 35,118 35,I'I 8 - 68,449 68,449
.S, Government sponsored d . LN
AEENCY SCCUrties. ..o, 7,648 - 188,465 . | 196,113 o 1,512 212,630 220,162 6,903 66,468 73,371
State and municipal ........ocvvnis 1,262 488,279 489,541 5,877 . 438,987 444,864 J0,658 . 332,455 343,113
Corporate debt . 75, 70,637, . 70,712 - .., 65834 , 65,834, 6350 71,127 _72i.777
SECUMLILS ooven e .
Collateralized mortgage ‘ T T et - e ' P
obligations ... R 492,524 - - 492,524 : - 262,503 262,503 ' - 1,374 1,374
Mortgage-backed securities...... 3,539 1,343,107 1,346,646 4,869 1,393,263 1,398,132 6,790 1,714,920 1,721,710

Total oo $ 12,524 $2,865,714 S$2,878238 $ 18,258 82,543,887 $2,562,145 § 25001 $2424858  $2,449,859
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MANAGEMENT’S DISCUSSION-AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Total investment securities increased $316.1 million, or 12.3% ($130.1 million, or 5.1%, excluding the acquisition of Columbia), to a
balance of $2.9 billion at December 31, 2006.

Lot ‘l,"" ot oor
The Corporation classified 99.6% of its investment portfoho as available for sale at December 31, 2006 and as such these
investments were recorded at their estimated fair values. The net unrealized loss on non-equity available for sale investment securities
décreased $18.9 million to a net unrealized loss of $41.0 million at December 31,.2006 from a net unrealized loss of $59.9 million at
December 31, 2005 generally due to changes in interest rates. ~ N

At December 31, 2006, equity securities consisted of FHLB and other government agency stock (§72.3 million), stocks of .other
financial institutions ($79.8 million) and mulual funds ($13.5 million). The ﬁnanc1a] institutions stock portfoho has historically been a
source of capital appreciation and realucd gains ($7.0 million in- 2006, $5.8 mlllron in 2005 and $14.8 million in 2004). Management
perlodlcally sells bank stocks when, in its opinion, valuations and market conditions warrant such sales. .

| Y - T P ! . -

OthcrAssets . _ e . -».‘

: . e
Cash, and due from banks decreased $13.0 mllhon or 3.5% {$59.4 million, or 16. l%, excluding the acqulsmon of Celumbia). Because
of the daily fluctuations that result in the norrnal course of business, cash is more appropnately analyzed in terms of average balances.
On an average balance basis, cash and due from banks decreased $10.6 m1ll|0n or 3.1%, from $346.5 million in 2005 10 $335.9
million in 2006._ The decrease resulted from a reduction'i m lhe level of cash reserves requlred to be held agamsl deposrt habllmes as

transaction account balances decreased. e L . .t .

Premises and equipment incredséd $21.1" million, or 12:4%, to $191.4 million, which included $7.8 ‘million as a result of the
acquisition of Columbia: The remaining increase reﬂects additions pnmarlly for the- constructron of new branch facdmes offset by
the sales of branch’and office facilitids during 2006. - © ™ R ‘ '

" c )

" Goodwill and intangible assets increased $215.4 million, or 48.0%, primarily due to the acquisition of Columbia. Other assets

increased $50.4 miillion, or-20.5%, to $295.9 million, which included $20.6 million as a result of the acquisition of Columbia. The
remaining net inérease was due primarily 1o an increase in acciued interest receivable, as both'loan balances and interest rates
increased, and an incfease in the cash surrender value of the Corporation’s life-insurance plans. These increases were offset by a
decrease in‘the defined benefit pension plan -dsset-as a result’ of recognizing the underfunded status of the plah, as reqiired by
Financial Accounting Standards ‘Board (FASB) Statement No. 158, “Employeis’ Accounting for Defined Benefit Pension and Other
Postretirement Plans™ (Statement 158). See also Note L, “Employee Benefit Plans”; in the Notes to Consolidated Financial Statements
for additional information related to the Corporation’s pension plan.

Deposits and Borrowmgs

L Ly H ."r"." o ’ * N ' ) 0o W t
Deposits increased $1.4 billion, or 16.2%, to $10.2 billion at December 31, 2006 ($458 7 mllllon or 3. 2%, excluding the acquisition
of Columbia). During 2006, tota! demand deposits increased $205.6 mllllon or 6.2% (decreased $128.5 million, or 3.9%, excluding
the acquisition of Columbia), savings deposits increased $161.7 million, or 7.6% (decreased $9.1 million, or 0.4%, excluding the
acquisition of Columbia), and time deposits mcreased Sl billion; or 31.5% ($596.2 million,-ot -1.7. 7%, excluding the acquisition of
Columbia). During 2006, consumers shifted from coré demand and savings accounts to higher yielding time deposits due to increases
Srlen-tenn borrowings, which consist ‘mainly of Federal funds purchased and customer cash management accounts, increased $381.9
million, or 29.4% ($197.8 million, or 15.2%, excluding the acquisition of Columbia). The increase in 2006 was due to increases in

‘customer cash management accounts, in the form of short-term promlssory notes and purchases of Federal funds as loan growth

outpaced deposit increases. Long-term debt increased $443.8 million, or 51.6% ($363 7 million, or 42.3%, excluding the acquisition
of Columbia), primarily due to an increase in FHLB advances to fund loan growth and investment purchases, as well as the
Corporation’s issuance of $154.6 nnlllon of junior subordinated deferrable. interest debentures in January 2006. : o
. . LI N » [T r
1 ’ ‘
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Other Liabilities ' : L et e e L

Other liabilities increased $30.8.million, or 19.9% ($21.3 million; or 13.7%; excluding the acquisition’of Columbia). The increase was
primarily attributablé:to:antincrease in'dccrued interest payable related to the increase in available rates and time deposit balances, the
recognition of-the Corporation’s underfunded defined benefit pension plan:liability; as required by Statement 158 and-an 1ncrease in
dividends payable to shareholders. S .. o
Shareholders’ Equity .o e )
I SV cod L ;

Total shareholders’ equity increased $233.3 mtllton or 18.2%,to §1.5 b1]||on or 10.2% of ending total assets as of December 31,
2006. This growth was due primarily to 2006 net income of $185.5 million and $154.2 million of stock issued for the Columbia
acquisition, offset by $100.9 million of dividends paid to sharcholders. ‘

T B . : . . e ’ L s .o
The Corporation periodica]ly repurchases shares of its common-stock under ‘_repurchase plans approved by the Board.of Directors,
These repurchases have historically been through open market transactions, and have complied with all regulatory restrictions on-the
timing and amount-of such repurchases. Shares may also be repurchased through an “Accelerated Share Repurchase” Program (ASR),
which allows shares to be purchased lmmedlately from an investment bank, The investment bank in turn, repurchases shares on.the
open market over a period that is determined by the average daily trading volume of the Corporauon s shares, among other factors.
Shares repurchased have been added to treasury stock and are accounted for at cost. These shares are perrodrcally reissued for vartous
corporate needs. . S ‘ o N
Total treasdry stock purchases were adproximately 11 rnil]ihn ‘sihare's in 2006, 5.3 million shares in 2005 and 4.9 million shares in
2004. Included in these amounts are shares-purchased under ASR’s, totaling 4.5 million in 2005 and 1.3 million in 2004. Aslof
December 31, 2006, the Corporation had a-stock 'répurchase plan in place for 2.1 million’ shares through June 30, 2007. Through
December 31, 2006, 1.1 million shares had been repurchased under this plan. L
The Corporatlon and its subsrdrary banks aré Sub_]ect to regulatory caprtal requlrements admmrstered by Larious banking regulators
Failure to meet minimum eapltal requtrements can ititiate certam actlons by regulators ‘that could have a material effect on the
Corporatlon s fi narrcral statements “The regulauons requrre that banks mamtam mrmmum amounts and ratios of total and Tier | cap1ta1
(as deﬁned in  the regulatrons) to risk- welghted assets (as def'med) and T1er i caprtal to average assets (as defined). As of December
31, 2006 ‘the Corporatlon and each of i its bank subsrdlanes met the mlmmum capital requrremenls In addition, the Corporation and
each of it§ bank subsidiaries’ capltal ratios exceeded the amounts requrred to be con51dered well-caprtahzed" as defi ned in the
regulations. See also Note J, “Regulatory Matters”, in the Notés o Consolidated Fmancral ‘Statements.

. ' ! .
3 A ‘ & . - . T . . . .
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Contractual Obligations and Off-Balance Sheet Arrangéments ' e gy

The Corporation has various financial obligations that require future cash payments. These obligations include the payment of
liabilities recorded on the Corporation’s consolidated balance sheet as well as contractual obligations for,purchased services or for
operaling leases. The following table summarizes significant contractual obllgatlons to third pames by type, that were ﬁxed and
determinable at December 31, 2006: . ' . oo

Payments'Due In . S

One Year One to Three to Over Five
' or Less Three Years  Five Years " Years - , Total -1 . '
' ’ - (in thousands)’ : o

Deposits with no stated maturity (1). § 5,802,422  § - 8 - 3 - $5802422
Time deposits (2)......covvvveeenne, e 3,414,830 603,802 191,573 219,842 4,430,047
Short-term borrowmgs (3l . 1,680,840 - . - ©ow T o0 - 1,680,840 )
Long-term debt (3) .......... ............... 190,305 © 243,732 89,711 - 780,400 1,304,148 Lo
Operating Teaseés (€. SO s 1,813 o 17,741 -0 133257 " 44,000 - 86,879 © -
Purchase obligations (5) ..-.....'..' 15 sh o 23,239 6 676 . - - 45426

{1) Includes demand deposits and savtngs accounts, whlch can be wuhdmwn by customcrs at any t:me
(2) S$ee additional information regarding time deposits in Note H, “Deposits™, in the Notes to Consolidated Financial Statements.
(3) See additional information regardmg borrowings in Note 1, ‘Shon Term Borrowings and Long-Term Debt™, in thc Notes to Consolidated Financial
Stalements,
.. {4)" See additional information regardmg operating lcases in Note N “Leases”, in the Notes to Consohdated Fmancna] Statements: 4 - T
" {5) Includes significant information technology, telecommumcunon and data procesqmg outsourcmg confracts. Vanable obligations, such as those based
on transaction volumes, are not included.

“

In addition to the contractual obligations listed in the precedmg table, the Corporation is a party to financial instruments with off-
balance sheet risk in the normal course of business to meet the financing needs of its customers. These financial instruments include
commitments to extend credit and standby letters of credit, which involve, to varying degrees, elements of credit and interest rate risk
that are not recognized in the consolidated balance sheéts. Commitments to extend crédit are agreements to lend to a customer as long
as there is no violation of any condition established in the contract. Standby letters of ‘credit are conditional commltments issued to
guarantee the financial or performance obligation of a customer 10 4 third party. Commitments and standby lettcrs of credit do not
necessarily represent future cash needs. as they may expiré wnhout being drawn.

i.~.'-- C

The following table presents the Corporation’s commitments to extend credit and letters of credit as of December 31, 2006 (in

thousands);

Commercial mortgage, construction and land development............ § 571,499
HOME SQUILY ©oveececcceciitissi e 674,089
Credit CAId ..o e ves e eeec e e eesebestear s ss s n s sneer e e san e 367,406
Commercial and other......ooov e 2,702,516

Total commitments to extend credit ........ocovveeeieveccicreennicnscnn $ 4,315,510
Standby letters 0f CTedil.......ccimeemimseenics s $ 739,056
Commercial IEHers OF CIETIL ..v....rresrreserereeeeereeeesssesssessessessssssesns 34,193

TOtAl 1etters OF GBI om v eeeeeeeeeeee e eeeere e e vseseanesaen " § 773,249
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CRITICAL ACCOUNTING POLICIES P .

The following is a summary of those accounting policies that the Corporation censiders to be most important to the portrayal of its
financial condition and results of operations, as they requiré management’s most difficult judgments as a result of the need to make
estimates about the effects of matters that are inherently uncertain. i . -

* 5 . 1 o .. 1
Allowance and‘ Provision for Loan Losses — The Corporation accounts for. the credit risk associated with its lending activities through
the allowance and provision for loan losses. The allowance is an estimate of the losses inherent in the loan portfolio as of the balance
sheet date. The provision is the periodic charge to earnings, which is necessary to adjust the allowance to its proper balance. On a

quarterly basis, the Corporatton assesses the adequacy of its allowance through a methodology that consists of the followmg

+ . R
v - ldentifying loans for mdmdual review under Statement 114. In general, these consist of large balance commercral loans and .
commercial mortgages that are rated less than “satisfactory” based upon the Corporation’s internal credit-rating process. '

- Assessing whether the loans identified for review under Staternent 114 are lmpatred” That is, whether it is probable that ail
amounts will not be collected according to the contractual terms of the loan agreement, genérally fepresenting loans that”
management has placcd on non- accrual status.

. . P
- For loans reviewed under Statement.114, calculatmg the estimated fatr value using observable market prices, dlscounted
cash flows or the value of the underlying collateral. e v . . :

ot . ' ¥ s . . .
- Classifying all non-impaired large balance loans based on credit risk ratings and allocating an allowance for loan losses

based on appropriate factors, including recent loss history for similar loans. :

- Identifying all smaller balance homogeneous loans for evaluation collectively under the provisions of.Statement of Financial
Accounting Standards No. 5, “Accounting for Contingencies” (Statement 5). In general, these loans include residential :
mortgages, consumer loans, installment loans, smalier balance commercial-loans and mortgages and lease receivables.

* Statement § loans are segmented into groups with similar charactensttcs and an allowance for loan losses is allocated to each '
segment based on recent loss history and other relevant information.

- Reviewing the results to determine the appropriate balance of the allowance for loan losses. This review gives additional

consideration to factors such-as the mix of loans in the portfolio, the balance.of the allowance relative to total loans and non- -
* performing assets, trénds in the overall risk proﬁle of the portfolio, trends in delinquencies and non-accrual loans and local .
- and national economic conditions. .

- An unallocated allowance is maintained to recognize the inherent imprecision in estimating and measuring loss exposure.

.

« Documenting the results of its review in accordancé with SAB 102. - ’ . Con ?
The allowance review methodology is based on information known at the time of the review. Changes in factors underlying the
assessment-could have a material impact on the amount of the allowance that is necessary and the amount of provision to be charged
against earnings. Such changes could impact future results

Accounting for Business Combinations — The Corporation accounts for-all business acquisitions using the purchase method ‘of
accounting as required by Statement of Financial Accounting Standards No. 141, “Business Combinations” (Statement 141). Purchase
accounting requires the purchase price to be allocated to the estimated fair values of the assets acquired and liabilities assumed. It also
requlres assessing the existence of and, if necessary, assigning a value to certain intangible assets. The remammg, excess purchase
price over the fair value of net assets acquired is recorded as goodw1ll o ; [

o g . f . \ f . ) ‘

The purchase price is'established as the value of securities issued for the acquisition, cash consideration paid and certain acquisition-
related expenses. The fair values of assets-acquired and liabilities assumed are typically established through appraisals, observable
market values or discounted cash flows. Management has éngaged independent third-party valuation experts to assist in valuing
certain assets, particularly intangibles.” Other assets and liabilities are generally valued using the Corporation’s internal asset/liability
modeling system. The assumptions used and the final valuations, whether prepared internally or by a‘third party, are reviewed by
management. Due to the complexity of purchase accounting, final determinations of values can be time consuming and, occasionally,
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amounts included in the Corporation’s consolidated balance sheets and consolidated statements’of, incomé are based.on preliniinary
estimates of value.

. . B : - [
" vt G ’ Lt . . A PR R [ A

Goodwill and Intangible Assets — Statement of Financial Accounting Standards No. .142,“Goodwill-and .Other Intangible’ Assets”
(Statement 142) addresses the accounting for goodwill and intangible assets subsequent to acquisition.’ Intangible assets are amortized
over their estimated lives. Some intangible assets have indefinite lives and are, therefore, not amortized. All intangible assets must be
evaluated for impairment if certain events occur. Any lmpaument write-downs are. recogmzed.as cxpense i the consohdated income
statement. R e R TR A T : r,

. B PV - g b L T ‘..'_'.'" L PR LIS B
Goodwill is not amortized to expense,’ but is evaluated at least annually for 1mpa|rment -The Corporation completes its annual
goodwill impairment test as of October 31st of each year. The Corporation tests for impairment by first allocating its goodw1ll and
other assets-and liabilities, as necessary, to defined reporting.units. A fair-value is then determined.for each reporting unit. If the fair
values of the reporting units exceed their book values,.no write-down of the recorded goodwill isinecessary. If the fair'values are less
than the book values, an additional valuation procedure is necessary, to assess the proper carrying value of the goodwﬂl The
Corporation determined that no |mpalrment wrlte-offs were necessary durmg 2006 2005 and 2004

"y i ~

M B L] ¢

Business unit valuation is inherently subjective, with a niumber of factors based on 'assumptidns"and mana'gemen't judgments. Among
these are future growth rates for the deporting units, seléction of. comparable market transactions; discéunt rates and’ earnings
capitalization rates. Changes in assumptions and results due to economic conditions, industry factors and reporting unit pérformance

and cash flow projections could result in dlfferent assessments of the fair values of reportlng umts and cou]d result in 1mpamnent _

charges in the future. . .
Toe e s W R AR LT I I

If an event occurs or circumstances change that would more:likely than not reduce the fair value of a reporting unit below its carrying

amount, an impairment test betweenannual tests is necessary. Such events may -include adverse changes™in-legal factors or in the

business climate, “adverse actions by a regulator, unauthorized competition,” the loss. of kéy employees,: or. similar events.. The

Corporation has not performed an interim goodw;ll |mpa1rment test durmg the past three years as no such events have occurred

However, such an interim test could be necessary in the future. ’ S

e <7 .o . e s

Income Taxes — The provision for income taxes is based upon income before.income taxes, adjusted for the effect of certain tax-
exempt income and. non-deductible expenses. In addition, certain items of income and expense are-reported .in different.periods for
financial reporting and tax return purposes. The tax-effects of these temporary differences are recognized currently in. the.deferred
income tax provision or benefit. Deferred tax assets or liabilities are computed based on the difference between the financial statement
and income tax bases of assets and liabilities _using the applic_able enacted ma_rginal ta)g rate.

. [ i
s ! B LIRTTL

The Corporation must also evaluate the likelihood that deferred tax-assets will be recovered from future taxable income. If any such
assets are more likely than not to not be recovered, a valuation allowance must be recognized. The Corporation recorded a valuation
atlowance of $11.1 million as of December 31, 2006 for.certain state net operating losses. that are, not-expected to'be recovered. The
assessment of the carrying value of deferred tax assets is based on certain assumptions, changes in which could have a material n'npact

'

on the Corporation’s financial statements. S . =

See also Note K, “Income Taxes”, in the Notes to Consolidated Financial-Statements. - ;. T S N
: . .o e I T R S o e
Recent Accounting Pronouncements T L, B A T PU L AR
M o R ' i . .

In February 2006 the FASB issued Statement of Fmancnal Accountmg Standards No. 155, “Accounting. for Certam Hybnd Fmanc1a]
Instruments - an amendment of FASB Siatements No. 133 and 140” (Statement 155). Statement 155 amends the guidance in FASB
Statements No. 133, “Accounting for Derivative Instruments and Hedging Activities,” and. No. 140, “Accounting. for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities.” Statement 155 allows financial instruments that.have embedded
derivatives to be accounted for as a whole, thereby eliminating the need to.bifurcate the derivative from its host, if the. hoider elects to
account for the whole instrument on a fair value basis. Statement 155 is effective for all financial instruments acquired, issued, or
subject to a remeasurement date after the beginning of-a company’s first fiscal year that begins after September 15, 2006, or January

o, ot . : t " . c P i [ [ ——
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1, 2007 for the Corporation. The adoptlon of. Statemem 155.did -not - have an impact on the. Corporatlon s conSolidated ﬁnanmal

statements. . T r A : . , . A L

In March 2006, the FASB issued Statement of Financial Actounting Standards No:-156, “Accounting for Servicing of Financial
Assets - an amendment of FASB-Statement No. 140" (Statement 156). Statement 156 requires recognition .of a‘servicing assetjor
liability at fair value each-time an-obligation istundertaken to service a financial ‘asset by entering into a servicing contract. Statement
156 .also provides. guidance on subsequent measurement miethods:for each class of separately recognized 'servicing assets .ard
liabilities and specifies.financial statement piesentation and disclosure. requirements. This statement is effective for fiscal years
beginning after September_15, 2006, -or-January.l, 2007 for.the Corporation. The Corporation had. elected.to continue amortizing
mortgage servicing rights over the estimated lives of the underlying loans. As a result the: adoptlon of this standard d1d not impact the
Corporation’s consolidated financial statements. v+ " | T N AL - co v,
| RPEIPLITR (LA B - T . R I '

In April 2006 the FASB |ssued Staff Position FIN 46(R) 6 “Detenmmng the Varlablllty to Be Consndered in Applymg FASB
Interpretation No. 46(R)” (Staff Position FIN 46(R)-6). This staff position addresses how an entity should determine the variability to
be considered in applying FASB Interpretation No. FIN 46(R) (FIN 46). The variability that is to be considered in applying FIN 46
affects the determination of (a) whether the entity is a variable interest entity (VIE), (b) which interests are “variable interests” in the
entity and (c) which party, if any, is the primary beneficiary of the VIE. The requirements prescribed by this staff position are to be
applied prospectively for all new arrangements at the commencement of the first reporting period that begins after June 15, 2006, or
July 1, 2006 for the Corporation. The new requirements need not be applied to entities that have previously been analyzed under FIN
46 unless a reconsideration event occurs. The staff position had no impact the Corporation’s consolidated financial statements.

In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (FIN 48). The
 interpretation clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s tinancial statements in accordance
with FASB Statement No. 109, “Accounting for Income Taxes”. Specifically, the interpretation prescribes a recognition thresheld and
measurement atiribute for the financial statement recognition and measurement of an income tax position taken or expected to be
taken in a tax return. This interpretation is effective for fiscal years beginning after December 15, 2006, or January 1, 2007 for the
Corporation. The Corporation is evaluating the impact of FIN 48 on all tax positions and does not believe there is any material impact
of adopting FIN 48 upon any recognized tax positions as of December 31, 2006. See Note K, “Income Taxes”, in the Notes to
Consolidated Financial Statements. :

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value Measurement™ (Statemcn't
157). Statement 157 defines fair value, establishes a framework for measuring fair value in U.S. generally accepted accounting
principles, and expands disclosure requirements for fair value measurements. Statement 157 does not require any new fair value
measurements and is effective for financial statements issued for fiscal years beginning after November 15, 2007, or January 1, 2008
for the Corporation. The Corporation is currently evaluating the impact of Statement 157 on the consolidated financial statements.

In September 2006, the FASB issued Statement 158, which requires employers to recognize the overfunded or underfunded status of
defined benefit pension and post-retirement plans as an asset or liability in its balance sheet and to recognize changes in that funded
status in the year in which changes occur through other comprehensive income, in addition to expanded disclosure requirements. The,
standard requires employers to measure defined benefit plan assets and obligations as of the date of the employer’s fiscal year-end
balance sheet, for fiscal years ending after December 135, 2008, or December 31, 2008 for the Corporation. All other requirements of’
the standard are effective for employers with defined benefit pension or post-retirement plans that issue publicly traded equity
securities, for fiscal years ending after December 15, 2006; or December 31, 2006 for the Corporation. As of December 31, 2006, the
Corporation adopted Statement 158 on a prospective basis, resulting in a reclassification of the Corporation’s Pension Plan and Post-
retirement Plan liabilities. For details related to the Corporation’s adoption of Statement |58, see Note L, “Employece Benefit Plans”,"
in the Notes to Consolidated Financial Statements,

In September 2006, the FASB ratified Emerging Issues Task Force (EITF) 06-4, “Accounting for Deferred Compensation and'
Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements” (EITF 06-4). EITF 06-4 addresses :
accounting for endorsement split-dollar life insurance arrangements that provide a benefit to an employee that extends to post-
retirement periods. EITF 06-4 requires that the posi-retirement benefit aspects of an endorsement-type split-dollar life insurance
arrangement be recognized as a liability by the employer and that the obligation is not settled upon entering into an insurance
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arrangement. EITF 06-4 is cffective for fiscal years beginning after December 15, 2007, or January 1, 2008 for the Corporation. The
Corporation is currently evaluating the impact of EITF 06-4 on the consolidated financial statements. :

In February 2007, the FASB issued Statement No. 159, “The Fair. Value Option for Financial Assets and Financial Liabilities—
Including an amendment of FASB Statement No. 115" (Statement. 159). Statement 159 permits entities to choose to measure many

. financial instruments and certain other items at fair value and amends Statement 115.to; among other things, require certain

disclosures for amounts for which the fair value option is-applied. Additionally, this standard provides that an entity may reclassify
held-to-maturity and available-for-sale securities to the trading account when the fair.value option is elected for such securities,
without calling into question the intent to hold other securities to maturity in the future. This standard is effective as of the beginning
of an entity’s first fiscal year that begins after November 15, 2007, or January 1, 2008 for the Corporation: Early adoption is permitted
as of the beginning of a fiscal year that begins on or before November 15, 2007, provided the entity also elects to apply the provisions
of Statement 157. The Corporation has not completed its assessment of SFAS 159 and the impact, if any, on the consolidated financial
statements. ' - : ' T
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MARKET RISK | - e e o L o -
' ' . ’ ‘h
Market risk is the exposure to economic loss that arises from changes in the values of certain financial instruments. The types of
market risk exposures generally faced by financial institutions include interest rate risk, equity market price risk, foreign currency risk
and commodity price risk, Due to the nature of 1ts operations, only equity market price risk and interest rate risk are sugmﬁcant to the

Corporatlon : o e LT . . i

Equity Market Price RISk ' co ' SEEREE I A gt

Equity market price risk is the risk that changes in the values of equity investments could have a; matenal Jimpact on the' financial
position or results of operations of the Corporation. The Corporation’s equity investments consist of common stocks of publicly
traded financial'institutions, U.S. Government sponsored agency stocks and money market mutual funds. The equity investments most
- susceptible to equity market price risk are the financial institutions stocks,-which had a cost basis of approximately $79:7 million and
a fair value of $79.6 million at December 31, 2006, Gross unreallzed gains in- thls portfoho were approximately- $2.9. m11110n at
December 31, 2006. : o S cer S R : ce e
Although the carrymg value of.the financial institutions stocks accounted for. only 0.5% of the Corporation’s total assets‘ any
unrealized gains in the portfolio represent a'potential source ofsrevenue. The Corporation has a history.of rea]:zmg gains. from this
portfolio and, if values were to declme 51gn1ﬁcantly, this revenue could be materlally 1mpacted . \ v

! - [ ¢ . . ' [ . "

Management continuously monitors the fair value of its equxty investments and evaluates current market conditions and operating
results of the companies. Periodic sale and purchase decisions are made based on this monitoring process. None of the Corporatlon 8
equity securities are classified as trading. Future cash flows from these investments are'not provided in the table on. page 33 as such

investments do not have matunty dates. A .- - : "t ST
. . ey — . LI A
The Corporatlon has evaluated,. based on exlstmg accounting guidance, .whether any unrealized losses on individual sequity
investments constituted “other-than-temporary” impairment, which would require a write<down through a charge to earnings.;Based
on the results of such evaluations, the Corporation recorded write-downs of $122,000 in 2006, $65,000 in 2005 and $137,000 in 2004
for specific equity securities which were deemed to‘exhibit other-than-temporary impairment in"valiie.- Additional impairment charges
may be necessary depending upon the performance of the equity markets in'general and the performance of the individual mvestments
held by the Corporation. See also Note C, *Investment Securities”, in the Notes to Consoliddted Financial Statemients. ..« « 3 i«
o, i -

In addition to the risk of changes in the value of its equity portfolio, the Corporation’s investment management and trust services
revenue-could also be impactéd by fluctuations in the securities markets. A portion of the Corporation’s trust revenue is based’on the
value of the underlying investment portfolios. If securities markets contract, the Corporation’s revenué'could be negativély impacted.
In addition, the ability of the Corporation to sell its brokerage services is dependent, in part,-upon consumers’ level of confidence in

the outlook for rising securities prices.

Interest Rate Risk, Asset/Liability Management and Liquidity
Interest rate risk creates exposure in two primary areas, First, changes in rates have an 1mpact on the Corporation’s liquidity posmon
and could affect its ability to meet obligations and continue to grow. Second, movements in interest rates can create ﬂuctuanons in the
Corporation’s net interest income and changes in the economic value of its equity.

. !
The Corporation employs various management techniques to minimize .its exposure to interest rate risk. An Asset/Lnabllny
Management Committee (ALCO), consisting of key financial and senior management personnel, meets on a bi-weekly basm The
ALCO is responsible for reviewing the interest rate sensitivity position of the Corporation, approving asset and liability management
policies, and overseeing the formulation and implementation of strategies regarding balance sheet positions and earnings. The primary
goal of asset/liability management is to address the liquidity and net interest income risks noted above.

From a liquidity standpoint, the Corporation must maintain a sufficient level of liquid assets to meet the ongoing cash flow

requirements of customers, who, as depositors, may want to withdraw funds or who, as borrowers, need credit availability. Liquidity
sources are found on both sides of the balance sheet. Liquidity is provided on a continuous basis through scheduled and unscheduled
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principal reductlons and interest payments on outstanding loans and investments. Liquidity is also provided through the availability of
deposits and borrowmgs

The Corporation’s sources and uses of cash-were-discussed in general terms in the * Overview” section of Management’s Discussion.
The consolidated statements of cash flows provide additional information. The Corporation generated $199.3 million in cash. from
operating activities during 2006, mainly due to net income. Investing activities resulted in a net cash outflow of $1.1 biltion,
compared to a net cash outflow of $588.5 million in 2005. Financing activities resulted in net cash proceeds of $911.8 million in
2006, compared to net cash proceeds of $532.0 million in 2005 as net funds were provided by increases in time deposus and
borrowings, outpacing repayments of long term debt and shareholder dividends, .
L1qu1d1ty must also be managed at the Fulton Fmanc1al Corporation parent company level. For safety and soundness reasons, banking
-regulations limit the amount of cash that can be transferred from subsidiary banks to the Parent Company in the form of loans and
dividends. Generally, these limitations are based on the subsidiary banks’ regulatory capital levels and their net income. The Parent

Company meets its cash needs through dividends and loans from subsidiary banks, and through external borrowings. -,

In January 2006, the Corporation purchased all of. thé common stock of a new Delaware business. trust, Fulton Capital Trust I, which
was. formed for the purpose of issuing $150.0-million of trust-preferred securities at-an effective rate. of: approximately-6.50%. In
connection with this transaction the Parent Gompany-issued $154.6 million of junior subordinated deferrable interest debentures to the
trust. These debentures carry the same rate and mature on February |, 2036. In 2005, the Corporation issued $100.0 million of ten-
year subordmated notes, which mature April 1, 2015 and carry a fixed rate of 5.35%. Interest is pald semi-annually.

In 2004 the Parent Company entered into.a revolving line of credlt agreement wnh an unafﬁllaled bank. Under the terms of the

agreement, the Parent Company can borrow up to $100.0 million with interest calculated at the one-month London Interbank Offering

Rate (LIBOR) plus 0.35%. The credit agreement requires the Corporation to maintain certain financial ratios related to capital strength

and earnings: As of December 31, 2006, there was $36.3 million borrowed against this llne The Corporatlon was in compliance with all
. required covenants under the credrt agreement as of December 31, 2006.. v

o, ' LR <Lt 1 .

These borrowmgs most notably the revolvmg Ime of credit agreement, supplement the liquidity available from subsidiaries through

dividends and provide some flexibility in Parent Company cash management. Management continues to monitor the liquidity and

capital needs of the Parent Company and. will implement appropriate strategies, as necessary, to remain well-capitalized and to meet

its cash needs.

v . ' . . \ ! aoe ! . M i

At December 31,2006, liquid -assets (defined as+cash and due from banks, short-term investments, Federal funds sold, mortgages

available for sale, securities available for.sale, and non-mortgage-backed securities held to maturity due in one year-or less) totaled

$3.5 billion, or 23.2% of total assets. This-.compares to $3.2 billion, or 25.5% of total assets, at December 31, 2005. :
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The following tables present the expected maturities of investment securities'at December 31, 2006 and the weighted average yields
of such securities {calculated based on historical cost):; B T A ST P

HELD TO MATURITY (at amortized cost) T

. . n, ..+ % MATURING
S L After One But After Five But
B "~ Within One, Year " Within Five Years Within Ten Years After Ten Years
Amount Yield Amount Yield Amount, - Yield,.". . ‘Amount Yield
S 4 T ! r.(dollars in thousands) . . i
U.S. Government sponsored <% o TR N '
agency securities:......4...... 5 - r= o 8 76480 403% 5 - - % - -
State and municipal (1) ........" ~ 142 =~ " 3.56 T 941 T 7 593 179 5.59 - -
Other securities 50 - 25 2.00 - e - oo-
Total ... bt $.0 192 . 263% -§ BG4 423%  §. 179 559% §. - Lo
Mortgage-backed .. - = EREI i :‘. Tece o
Securities (2} ......coooeeennne. '$ 3,539 6.44% "
DTt .
AVAILABLE FOR SALE (at estimated fair value) o O . S
I e ' e MATURING _ . co }
B e oo After One But . Afier Five But .
o Within One Year ~~ Within Five Years Within Ten Years After Ten Years
¢ oo w Amount, b Yield . Amount ' (Yield  -{ Amount ..  Yield Amount ,,  Yield.
P S T Y f(dollars in thousands) « " " L '
US Government securities ... $ 17 066-. v 516%\ T A T R R . -
U.S. Government sponsored  -i b T L AT P T A s TR TR i
agency securities (3) .......... 38,600 4.36 243,777 5.08 4,771 513 1,317 7.04
State and municipal (1)........... oL 24,320, 5. 14 274,567~ 400 4700 784,737 0 L5650 0 104,655 . - 6.84
Other securities ............c.oceee.... 50 5.30 4,191 6.22 .- - 66,396 7.17
Total ..o, $ 80,036  477%- .$522,535 - -4.89% $¢89,508 ' 5.63% $172,368 6.97%
. — — —— ;
. L ! R BRI S A Y 7 I |
Collateralized mortgage o A S ’
obligations (2).............. §492,524 ' 524%- oo e T
Mortgage-backed : R : . : C
securities (2) .......oceenee, $1,343,107 4.02%
T T T O T 20 NI S X A NP
n 'Wéi'ghted avemgeyiclds‘onlax-ep'(emptsc'cdf'itiéshave beencompulcd’énuf‘ullylax-bqunvaientbas:éassummg,dlaxrate of35'percenl ' . #

()~ Maturities for morigaje- -bucked'securities and collateralized morntgage obhganons ire depcndent upoii the interest rate erivironment and prepayments onthe’ -
underlying loans. For the purpose of this table, the eittire balance and weighted average rate is shown in one period. R “a Voo

(3) Includes Small Business Administration securities, whose maturittes are dependent upon prepayments on the underlymg loans. For the purpose of this table,
amounts are based upon contractual maturities, -

The Corporation’s investment portfolio consists mainly of mortgage-backed securities and collateralized morigage obligations which
have stated maturities that may differ from actual maturities due to borrowers’ ability to prepay obligations. Cash flows from such
investments are dependem upon the performance of the underlying mortgage loans, and are generally influenced by the level of
interest rates. As rates increase, cash flows generally decrease as prepayments on the underlying morigage loans decrease. As rates
decrease, cash flows generally increase as prepayments increase.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

The following table presents the approximate contractual maturity and interest rate sensitivity of certain loan types, excludlng consumer
loans and leases, subject to changes in interest rates as of December 31, 2006: -

One R . R
) "ty ¢ _OneYear _ Through More Than
or Less . Five Years Five Years Total
. B . _ e (in thousands)
Commercial, financial and agricultural: e K
Floating rate e, $1 1,456,715 8 475713 8 225,704 $ 2,158,132
Fixed 1ate......ccciviiiiesininersverenreeresaeracnsraenene 309,313 407,876 89,865 . 807,054 .
TOLA oo ST $ 1,766,028 ° § 883,580 § 315569 $ 2,965,186 .
. , R . - vy " . vt
Real-estate — mortgage: . ' . ‘ o :
FIOAtNG TALE covveverreeeereererreneereneeeneeee. $ 620,216 § 1,594,790 § 1,377,582 $ 3,592,588 '
FiX€d [ v erereeoeeeeeesssoeessrssssssssrsssssnreneenes 370,450 976,975 426,071 1,773,496
TOUL ..o sen e sve s $ 990,666 § 2,571,765 3 1,803,653 $ 5,366,084 .
Real-estate — construction:
Floating Tate .........ccoovvrmerermreenensssensonnnnens $ 1,029,168 $ 152,214 §: 47,538 $ 1,228,920 ; .
FiXed rare......coovvirreemreeeeeeeeee e 85,380 39,078 75,431 199,889

Total ..o veiereennemeneren e $ 1,114,548 § 191,292 § 122,969 $ 1,428,809

‘

From a funding standpoint, the Corporatlon has been able to rely over the years on a stable base of "core” deposits. Even though the
Corporation has experienced notable changes in the composition and interest sensitivity of this deposit base, it has been able to rely on
this base to provide needed liquidity. In addition, the Corporation issues certificates of deposits in various denominations, mcludmg
jumbo time deposits, repurchase agreements and short-term borrowings as potentlal sources of liquidity. - .

Contractual maturities of time deposits of $100,000 or more outstanding 'at December 31, 2006 are as follows (in thousands): . . -
Three months or less............... e $ 369,560
Over thrée through six months e T 291,073
Over six through twelve months................ 394,241 i
Over twelve Months......ocveevevnrecoreecens 161,242 . ‘ S
TOUA oo eereeevsrsesnsiesnnnns. 1,216,116 7

Each of the Corporation's subsidiary banks is a member of the FHLB and has access to FHLB ovemlght and term credit fam]:tles At
December 31, 2006, the Corporation had $998.5 ‘million. in term advances from the FHLB with an additional $1.3 billion of
borrowing capacity (including both short-term funding,on its:lines of credit and long-term borrowings). This avallablhty, along with
Federal funds lines at various correspondem banks, provides the Corporation with additional liquidity.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION '

The following table provides information -about the Corporation’s interest rate sensitive financial -instruments. ,The table presents
expected cash flows and weighted average rates for each significant interest rate sensitive financial mstrurnent by expected matunty

period (dollars in thousands). = =~ , . . oo . % )
o . 1 Expected Maturity Period . ‘ . . . + . Estimated
2007 2008 2009 2010 - 2011 ., |, Beyond - "Total ,  Fair Value
Fixed rate ioans (1)............... .. § 924799 ' § 605999 § 511,552° § 358,602 § 248,512 § 596918 - $3,246382 $ 3,135,763
Average rate............ ‘6.64% - C835% T 64T% 6.60% 1+ 6.65% 633% ' 650%
Floating fate loans (7) (8)......0. 3,136,621 : 780 789 616,523 502,517 416318 - 1,655019 7,107,787 7,045,241
Average rate 8.27% 774%' - 7.74% T1% - 727% - 672% - THN% - v
[ixed rate investments (2) ........ . . 485,813 . 465 730 414,713 - 618,332 263,06 419,856 2,667,505 ' . 2,626,069
Average rate-........cooeenernnn., 427% , . 397% 4.17% . . 4.02% 4.52% {0 5.10%: 4.30%
loating rate investments (2)..-.. . 70 - . 1,592 , .ot 500 . 91,727 93,990 -o 194320
Average rate .. 5.12% 4.99% 5.72% 6.25% - 5.57% 5.56%
ther ime'rest;egmi:}g assets..... 267,230 . . <o n e300 T 267230
Average rate ...t 6.92% - - - e - C692% - T
. ' - I 1 e . . - 1 - L . . .
Fotal. ..o $4,814,533 | $1,854,1i0 . $1,542.889 31,479,951 3 927,891 $2,763,520  $13,382,894  § 13/168,623
" Average rate.........oocveeanecnn. 7.48% . 6.34% . 6.36% 5.92% . 6.32% 6.35% . 6.70% .
o .-.'"' I IR ' : ' . . . ) . PR
fixed rate deposits (3 .............. $3422714 $ 457,792  $-137390 § 99,857 § 82 354 § 194524 $4,39¢.1,631 b3 4,!377,688
Average rate..........c.coocvecnne. 4.50% 4.22% '4.14% 4.45% 4.75% 4.53% 4.46% ‘
Floating rate deposns (4) .......... 1,737,694 273,033 273,033 260,297 253,787 3,039,959 5,837,803 5,837,803
Averagerate ................ P 3.01% 1.02% 1102% 0.90% 0.84% 0.69% 1.43% '
V.
Fixed rate borrowings (5)......... 284,564 196,989 59,565 89,565 - v 536 261,435 892,654 1 909,647
Average rate...........c.c.ccounn. 5.10% 5.17% 4.95% ,5.92% 4.75% 5.87% 5.41%
Floating rate borrowmgq (6)..... 1,861,951 228,000 .- . - - 1,565 2,091,516 2,091,516
Average rate ..., 5.03% . 4.73% - - _ - 8.44% 5.00% !
Fotal.......c....ococcvnncvrnnnn. $7,306,923 $1,155814 © § 469,988 3 449719  § 336,677 $3.497,483 513,216,604 § 13,216,654
Averagerate......................... .

4.30% 3.73% 2.43% 2.69% -~ 1.80% 1.30% 3.27%

(1) Amounts are based on contractual payments and maturitics, adjusted for estimated prepayments.
(2) -Amounts are based on contractual maturitics; adjusted for estimated prepayments on morigage-backed securitics, collateralized mortgage
obligations and expected call on agency,and municipal securities. . . .- S \ 5 ‘
(3) Amounts are based on contractual maturitics of time deposits. . L - foa
) Esnmated based on hlslory of dcposu flows, C, - '
5y Amounts are based on contractial maturitics of debt i mstruments, adjusted for possible calls,
{(6) "Amcunts includé Federal funds purchased; short-term promissory notes, floating FHLB advances and securities sold under agreements to
repurchase, which mature in less than 90 days, in addition to junior subordmaled deferrable intcrest debentures. !
(7} Floating rate loans include adjusiable rate mortgages.
(8) - Line of.credit amounts are based on historical cash flows, with an average life ofappr0x1malely 5 ycars’ ' o Lo
[ , . + LI oy N 1 : .
The preceding table and discussion addressed the liquidity 1mphcat:0ns of interest rate risk and focused on- expected eash flows from
financial instruments. Expected maturities, however, do not necessarily reflect the net interest income impact of interest rate changes
Certain financial instruments, such as adjustable rate loans, have repricing periods that differ from expected cash flows. Fair market

value adjustments related to acquisitions are not included in the preceding table.

In addition to the interest rate sensitive financial instruments included in the preceding table, the Corporation also had interest rate
swaps with a notional amount of $290.0 million as of December 31, 2006. These swaps were used to hedge certain long-term fixed
rate certificates of deposit. The terms of the certificates of deposit and the interest rate swaps are similar and were committed to
simultanecusly. Under the terms of the swap agreements, the Corporation is the fixed rate receiver and the floating rate. payer
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(generally tied to the three-month LIBOR, a common index-used for setting rates between financial institutions). The combination of
the interest rate swaps and the issuance of the certificates of deposit generates long-term floating rate funding for the Corporation. As
of December 31, 2006, the Corporation’s weighted average receive and pay raies were 4.62% and 5.28%, respectively. ‘

The Corporation uses three complementary methods to measure and manage interest rate risk. They are static gap analysis, simulation
of earnings, and estimates of economic value of equity. '

. Static gap provides a measurcment of repricing risk in the Corporation’s balance sheet as of a point in time. This measurement is

accomplished through stratification of the Corporation’s assets and liabilities into repricing periods. The sum of assets and liabitities
in each of these periods are compared for mismatches. within that maturity segment, Core deposits having non-contractual maturities
are placed into repricing periods based upon historical balance performance. Repricing for mortgage loans, mortgage-backed
securities and collateralized mortgage obligations includes the effect of expected cash flows. Estimated prepayment effects are applied
to these balances based upon industry projections for prepayment speeds The Corporation’s policy limits the cumulative six-month
gap to plus or mmus ]5% of total eammg assets. The cumulatlve six-month gap as of December 31, 2006 was negative 4.1%. The

Simulation of net interest income is performed for the next twelve-month period. A variety of interest rate scenarios are used to
measure the effects of sudden and gradual movements upward and downward in the yield curve. These results are compared to the
results obtained in a flat or unchanged interest rate scenario. Simulation of earnings is used primarily to measure the Corporation’s
short:term earnings exposure to rate movements. The Corporation’s policy limits the potential exposure of net interest income to 10%
of the base case net interest income for every 100 bisis point “shock” in interest rates. A “shock™ is an immediate upward or
downward movement of short-term interest rates with changes across the yield curve based upon industry projections. The following
table summarizes the expected impact of interest rate shocks on net interest income: o

Annual change
In net interest

Rate Shock income % Change
+300 bp .+ §7.5 million +1.6%
+200 bp +  $5.1 million +1.1%
+100 bp 4+ $2.7 million +0.6% - .
A00bp - - $44million - -0.9% :
D -200 bp - $11.8 million o 24%
-300 bp - $21.2 miilion -4.4%

Economic value of equity estimates the discounted present value of asset cash flows-and hability cash flows. Discount rates are based
upon market prices for like assets and liabilities. Upward and downward shocks of interest rates are used to determine the
comparative effect of such interest rate movements relative to the unchanged environment. This measurement tool is used prlmarlly to
evaluate the longer-term repricing risks and options in the Corporatlon s balance sheet. A pohcy limit of 10% of economic equity may
be at risk for every 100 basis point “shock” in interest rates. As of December 31, 2006, the Corporation was within po]:cy limits for
every basis point “shock™ movement in interest rates. :

As with any modeling system, the results of the static gap and simulation of net interest income and economic value of equity are'a
function of the assumptions and pro;ectlcms built into the model. The acrual behavior of the financial instruments could differ from
these assumptions and pro_lecnons ' "

1
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 COMMON STOCK T

As of December 31, 2006, the*Corporation had 173.6 million shares of $2.50 par value common stock outstanding held by 53,000 '
holders of record. The common stock of the Corporatlon is tradcd on The NASDAQ Stock Market under the symbol FULT. -

LIFINEPI e e TR I wroT o ) ;

The followmg table preserts-the quarterly hlgh and low prices of the Corporation's common stock and per-share cash dividends
declared for.each of the quarterly penods in-2006 and 2005. Per-share amounts have been retroactwely adjusted to reflect the effect of
stock dividends and splits. S - : .

vt

L A .~ . Price Range. - "~ .. Per-Share . . i
High " Low- + " Dividend e oo
2006
.. . - . First.Quarter........... $§ 1735 $ 16.07 $ 038 .
o Second Quarter...... 16.47 15.36 0.1475
Third Quarter ... . ,.16.99. - 1555, Twr 0.1475
Fourth Quarter....." 1688 1565 T 0.1475
2005 ;
» First Quarter.............. £ 1792 $ 16.00 $§ 012
" Second Quarter......... 17.14 15.68 0.138
i Third Quarter ............ 18.00 15.43 0.138 I
- Fourth Quarter.......... 16.50 14.87 0.138 » '

SECURITIES AUTHORIZ.ED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

n LS R S M-

The following table provides information about optlons outstandmg under the Corporation’s 1996 Incentive Stock Optmn Plan and
2004 Stock Option and Compensation Plan as of December 31, 2006:

Fa
. S Number of securities
o ST L e I remaining available for -
J o, ) . future issuance under
.+~ . . . Number of securities to " Weighted-average equity.compensation
be issued upon exercise exercise price of . plans (excluding
. . . of outstanding options, outstanding options, “"securities reflected in
3 Plan Category ' """ “warrants and rights warrants and rights first column)

Equity compensaticn plans® - - .
approved by security holders .......... 7,996,776 : $12.65 14,864,642

Equity ompensation plans not o Y e - ‘
approved by security holders .......... - - -
Total ot il = 7996776 - o e TR12.65 €0 -7 = - 14,864,642 4
Vi v
- ":._ n‘ - . - . - - ‘-'4
"'ﬁl"..‘ ) [ -
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PERFORMANCE GRAPH PR

The graph below shows cumulative investment returns to sharcholders.based on the assumptions that (A} an investment of $100.00
was made on December 31, 2001, in each of the following: (i) Fulton Financial Corporation common stock; (ii) the stock of all-U. S.
companies traded on The NASDAQ Stock Market and (iii) common stock of the performance peer group approved by the Board of
Directors on September 21, 2004 consisting of bank and financial holding companies located throughout the United States with assets
between $6-20 billion which were not a party to a merger agreement as of the end of the period and (B) all dividends wére reinvested
in such securities over the past five years. The graph is not indicative of future price performance. - e

The graph below shall not be deemed to be “soliciting material” or to be “filed” with the Commission or subject to Regdlation 14A or
14C, or to the liabilities of Section 18 of the Exchange Act of 1934, as amended.

PR

~Total Return Performance -
200
175
o 150 |
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. = Fulton Financial Peer Group, N
50 T T T L — —— =
2001 2002 2003 2004 2005 2006
Period Ending December 31
Index 2001 2002 2003 2004 2005 T 2006
Fulton Financial Corporation $100.00 - 510442 $140.24 $161.58 $157.56 $162.67
NASDAQ Composite $100.00 $68.76 $103.67 3113.16 $115.57 $127.58
Fulton Financial Pecr Group $100.00 $100.53 $130.70 $151.98 $151.50 $165.31
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ISSUER PURCHASES OF EQUITY SECURIT]ES. ' !

Total number of Maximum’
shares purchased number of
Total as partof a shares that may
number of Average pubtlicly yet be purchased
shares price paid announced plan under the plan )
~ Period purchased per share Or program or program .
(10/01/06 - 10/31/06) ° - - - 1,043,490 : /
(11/01/06 — 11/30/06) - - - - .1,043,490 '
(12/01/06 — 12/31/06) 5,000 $15.99 5,000 1,038,490 -

On March 21, 2006 a stock repurchase plan was approved by the Board of Directors to repurchase up to 2.1 million shares thrlough
December 31, 2006. On December 19, 2006 the Board of Directors extended the stock repurchase plan through June 30, 2007. As of
December 31, 2006, 1.1 million shares were repurchased under this plan. No stock repurchases were made outside the plans and all .were
made under the guidelines of Rule 10b-18 and in compliance with Regulation M,
NEFART Sl L I A RN
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’ t sl

CONSOLIDATED BALANCE SHEETS ) ‘ ’ : . T
(dollars in thousands, except per-share data) ' )
- ) December 31

Assets * - - - - - 2006 - -- 2005
Cash and due from DANKS ........oooree ettt crtens e e saeaenrsre s resesansesesss s seserenns $§ 355018 $ .. 368,043
Interest-bearing deposits with other banks 27,529 31,404
Federal funds sold .....ooov.oooecoecreeeenneisnreens ettt bbbt e e ar e S— . 659 b 528
Loans held for sale .......... eeeeeesseoerns s sseee T s ereeresssrrrnnnes 239,042 243,378
Investment securities: T ’ . . .

Held to maturity {estimated fair value of $12,534 in 2006 and $18,317 in 2005) v.vccoovervvrers 12,524 . 18,258

AVRIIBDIE FOT SBLE .vvvvvrreese e msssemmss s sssmns s snnener s s 2,865,714 2,543,887
Loans, Net 0 UNEAIMEA INCOITIE ....vieeeere oo eeeeeeeceeeeeeee e eeeesreseeseesesenesrsassreressesmessssseeesmmseneeseesnansanene 10,374,323 . 8,424,728

Less: Allowance for loan losses ... . . : (106,884) - - (92,847)

Net LOGRS .\ecccovvrreerercronne e s e S — 10,267,439, + . 8331881

Premises and equipment .......occcococovieineencecneannenes reeeeerE e bR b e bbb e hrnn e ens 191,401 - 170,254
Accrued interest receivable ... : : s 71,825 53,261

Goodwill ............. e ire e ber et e s e e aebtsaebaaasabess e b sy s e sn e e s e 626,042 . 418,735

Intangible assets .. Co3T3 29,687

OUREE BSSEIS ©.vvuviieiersisssisireee s nsstvessssss st assssassesestesastassssbtntasbesensessosssonmeeassssanes ST, L 224,038 ' 192,239
Y - .

- ) Total ASSEIS .ovriuiinecciriacrinne, R bR s s T $ 14918964 . § 12,401,555

Liabilities . S L ) - . .

Deposits: . i N ; = PR
Noninterest-bearing .........cccocoorreeeecrmecncecs! eeeret et tetetras et et en et a o a bt en e eas e et neennensaneasaseranen § 1831419 $ 1,672,637
‘[nterest-bearing ........... TSRO SO RO SUTTONI SRTOUTUUUUOURURSN - 8401,050 7,132,202

TOLAL DEPOSILS oo eeessensees s e SRR 10,232469° * 8,804,839

Shon-term borrowings: - ‘ | o
Federal funds pUrchased .........cooiecmerirseeceee e eceaees e e esae s s saseees s basss st sras s enean 1,022,351 939,096
Other ShOrt-terml BOITOWINES .....co.vveirierr et ssise st sess st ss s ereer s s s s e ss b e 658,489 359,866

Total Short-Term BOrrOWings™ ..ou......cuweion TR SO SO SO SO 1,680,840 1,258,962

ACCIUIEA INETESt PAYABLE +.rooroeoce oo eeereeeerssseernesteseeerensesesens et eeee et et st " 61,392 T, 38,604

OUher HablItIES ....vvvevruvueersvsnsessssssrssssssssrresssssssenrens — ' 123,805 115,834

Federal Home Loan Bank advances and long-term debt , ' 1,304,148 860,345.

TOLA LIGBIIES oooeeeeeeeeveeeeseeeoeeeeeeeernreseessess s essessesesessssese e 13,402,654 . 11,118,584

Shareholders’ Equity - - R P

Commoen stock, $2.50 par value, 600 million shares authorized, 190.8 million shares issued
in 2006 and 181.0 million shares is8ued in 2005...........ccoviuiirereeeeneeecesrnes e esee s sse s e neaseseas 476,987 430,827

Additional paid-in capital ettt e eneeneeene 1,246,823 - 996,708

REIAINED CAIMINES ©e.vcvvvvvvesneeseeeeesesnorrresssssssssssssssonsessssssssssestoeseeeessseeeeseseeeme s eeeseessmssssssssasosssssssssis 92,592 138,529

- Accumulated other compreheﬁsive JOSS .o crerirverresnesrseeersnesestessesiesesrnrssnens terreneeenes N . .(39,091) . (42,285)

Treasury stock-(17.1 million shares in 2006 and 16.1 million shares in 2005), at cost .... (261,001) (240,808)

Toral Shareholders' EQUITY oottt e . 1,516,310 . - 1,282,971
Total Liabilities and Shareholders’ EQUILY .........ovvvvrvivneeivnrnsieeecenrnecmarncceesniens $ 14,918,964 o §.12,401,555

See Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF INCOME

(dollars in thousands, except per-share data) - - -- . - -

" Year Efided December 31

Interest Income 2006 2005 2004
- Loans, CHIAINE [EES .....cc.ot i ecrsens e ssssresssse s seessnsssssssnessssssssnesss -$ . 727,297 .. § . 517413 $ 394,765
[nvestment securities: ' - S : L : s
Taxable ............ 97,652 fert b 74921 76,792
Tax-exempt ....... 14,896 12,114 9,553
Dividends ............. 6,568 - 4,793 4,023
Loans held fOr SAlE .ooveiv e et sernre et eees e et et e s 15,564 , 14,940 8,407
Other interest NCOME .ccverve. v ccsaniines AU I AU/A 253070 " 1,586 103
N Total Intebest THEOME ..o N, eeereeereeanes eeneeenrens 864,507 625,767 493,643
Interest Expense C
DICPOSILS ceoeiiiviieieeesrseteissesresserbesas e esse s e sas s nbass e sse s ass bbbt et csen st 246,941 140,774 89,779
ShOM-LEITN DOITOWITES  crvrvvveveeiluvieesrrsasresssssendansiiesseesssrssnas orssesesseenmanssenuaie 78,043 34,414 15,182
Leag-term debt .o, 53,960 38,031 31,033
C Total Interest Expense ... 378,944 213,219 135,994
] Net Intérest Income ..ol oo e et 485,563 " 412,548 357,645
Provision for Loan LOSSES .........co.eieeiveiieceeeceeeee s s 3,498 T 3120 4,717
- ‘Net Interest Income After
Provision for Loan LOSSES ......ccoeeivivivrennicierersvesniens 482,065 409,428 352932
Other Income
Investment management and truSt SETVICES .. rrurrserravsrsoreer R 37441 35,669 - 34,817
Service charges on deposit accounts 43,773 40,198 39,451
Other service charges and fees .. ..o s 26,792 24,229 20,494
Gains on sales of JoanS L. ot e b 21,086 25,032 19,262
Investment securities gains .. 7,439 6,625 17,712
OHICE .ot e e s n e s e s cetn srsean s 13,344 12,545 7,128
Total Other InCome ... 149,875 144,298 138,864
Other Expenses ) : )
Salaries and employee-benefits ... eeerereueaenees ST 213,913 181,889 166,026
Net OCCUPANCY EXPEISE o eieeeeite st et ss s s s s s s et 36,493 29,275 23,813
Equipment expense ...~ 14,251 11,938 - 10,769
Dat processing .............. 12,228 - 12,395 11,430
AGVEIHSIE ... oo oot b oot s b ss s esss s ensss bbb s s 10,638 8,823 6,943°
Intangible amOTtZAtON. ...oovcer i i 7,907 5,31 4,726
OhEr s 70,561 66,660 53,808
Total Other EXPERSES ....ovinvvcriiiinscniasississsesisssissisesssssss 365,991 . 316,291 277,505
. A , — -
Income Before Income Taxes ........iocirvvieccveecn NS 265,949 237435 2‘14,281
Income Taxes 80,422 71,361 64,673
OO S * 185,527 $ 166074 - $ 149,608
‘Per-Share Data: o
Net Income (Basic)......ccccceennen. ettren bbb s s R et e 1.07 $ - 1.01 $ 0.95
Net TNCOmME (DIIUIEY .. vivere e e esresssssrsrsrsssesssmseeess b ssssmmssneanssaessnsesssssns 1.06 1.00 0.94
Cash Dividends....c....cocomecrmnccnn] T e eemeeesene e et raen e e ee i eenene e 0.581 - 0.540 0.493

See Notes 1o Consolidated Financial Statements
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Fulton Financial Corporation

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY AND COMPREHENSIVE INCOME - * LI
A ', f Accumulated
o . T . T YT T TNumber of Additional Other
- - - e Foam— *= Shares- Common Paid-in Rnt-in_‘ed Comprehensive r'}"rnsury .
QOuistanding Stock Capital Earnings Income (Loss) Stock Total
. |
(dollars in thousands) ‘b '
Balance a¢ Jamuary 1, 2004 149,189,000 § 284480 § 648,155 'S 104,187 § Ta2267 s (100,772) 8 948,317
Comprehensive Income: : L "
Net lacome. fiw s , 1'49.608 .. 149,608
Unrealized loss on securities ot ’ . . . e
(net of $5.6 million tax effect) e (10,329} (10.,329)
Less - reclassification adjustment for RS . ! . b
ol gains included in net income (net of ot
$6.2 million tax capense) o (11,513) (11519
ih!inimum pension Iiab‘ilily adjug.rmenl ' , t ' ! , .
: (net of $300,000 tax effect) b W (558 ¢ " (558}
Total romprehensive income..... ! ) . . . 127.208
Stock dividend - 5%. 15,278 100,247 {115.615) 1 {50}
S_Iocfissm:d. including related tax benefits. 1,376,000 T (9,141) ' 19,027 9,836
Stock-based comp ion awards, . 3,900 ' 3,900
Stock issued for acquisition of . X . . 3

Rescurce Banksh Corporation 11,851,000 21,498 164,365 .o 185,863
Stock issued for acquisition of o : " o '

First Washington Fi ialCorp. e 7.533,000 14,348 110,377 - - 125,225
Acquisition of treasury stock R {4,941,000) o ‘ - (78.966) {78.966)
Cash dividends - $0.493 per share. . (77.256) {17,256)

Balance at Decemb 31, 2004 s 165,008,000 $ 335604 3 1018401 5 60,924 $ {1,133y § (160711 % 1,244,087
Comprehensive Income: s+ * 4 ' . . o '
© 7 Net Income, BT ; e 166,074 166,074

Urfrnlizcd loss on securities et ' . . . ' [

. (netof $14.1 milligm_ lax :ﬁtcl) 3 , , (2§,219} , {26,219)
*  Unrealized loss on derivative financial '

instrumeryts (net of $1.2 million tax effect)..........heeee. PP .1 7 (2,185) 4 (2,185}

Less - rec]assiﬁcalion‘adjustmcni for ' 1, ' .- L.

gains included in net income (net of ' - ) ! 1
$2.3 million tax expensé).. o . (4,306) (4,306)
Minimum pension liability adjustment R . . . ! .
(net of $300,000 mx effest) - - 558 558
Total comprehensive incame. L ' 133.922
5-for-4 stock split paid in the form of a © ) '
25 % stock dividend s ! 84,046 (84,113) . - {68)
*Stock issued, including related tax benefits 1,176,000 1,809 4,17¢ i e 5,071 11,059
Stock-based Is ion awards.,, N . B ST 1,041 1,044
Stock issued.for acquisition of - oL . '

SVB Financial Services, Inc. 3,934,000 2,368 57.19% 66,567
Acquisition of treasury stock (5,250.000) . v, v ¢ (B5,168) * (85:168)
Cash dividends - $0.540 per share - ., {88,469} - ' {88,469)

Balance at December 31, 2005 R o 164,868,000 § 430,827 L 996,708 $ 138,519 § v (42,285) 5 (240,808) 5 ¢ |,182:9‘71
Comprehensive Income; '+ - : . , .o
i- Net Income - 3 185,527 . 185,527

Ur!re.alized gain on securities . . , }

{net of $9.8 million ax effecth e eceeerrninnes ! . - o “18,132 18,132
" Unrealized loss on derivative finencial ot ' f ‘
. instrument {net of $702,000 tax effect)....oc. e reemunens . {1.304) {1,304}

Less - reclassification adjustment for * ‘ '

gains included in net income (net of ' ! . :
$2.6 million tax expense) . (4,835) (4,835)
) : Tal:r;' COmPreRensive INCOMe. ... o o . . 197,520
Adjustment te initially apply Statement 158 - oo ’

{net of $3.1 miltion tax cffect) {8.799) (8,799)
Stock dividend - 5% i 22,648 .. - 107952 - (130,600) - .
Stock issued, including related tax bencfits oof. 1,222,000 L2989 '§,868 L. R . 9,857

© Srock-based compensation awards.”, ; ., " 1,687 . 1,687
Stock issued for of Columbia Bancorp ! <2 8,619,000 1,525 133.608 o *1s40m
Acguisition of treasury stock {1,061,000) (16,770) {16,770}
Accelerated share repurchase settl Lo e N (3.423) ' (3,423)
Cash dividends - $0.581 per share. (100,864) {100,864)

. . 4 ' |

Balancc at December 31, 2006 . : . . 173,648,000 476,987 $ 1,246,823 § 92592 § (39,091) S (261,001) S '1.5|s,3|m
See Notes to Consolidated Financial Statements ' T ‘
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Fulton Financial Corporati'on

CONSOLIDATED STATEMENTS OF CASH FLOWS. »° R N 17 SR LV RURNNCE | I BV

(in thousands)

Year Ended December 31

N -:’ © 2006 2005 2004
CASH FLOWS FROM OPERATING ACTIVIT[ES N L
Net Income” O T MU | -7 $ 166,074 $ 149,608
Adjustments to reconcile net income to net cash provided by operating activities: | . )

Provision for loan losses .. 3,498 3,120 4,717

Depreciation and amortization of premises and equlpmenl 16,905 14,338 12,409

Net amortization of investment security premiums ............ 3,608 5,158 2,906

Deferred income tax (bcheﬁt) BXPEIISE. ... ieceacmitareeamnsssssenrisesese s eanserssssnaemanbaseeten (5,779) 990 gié
INVESIMENT SECUNMLICS ZAINS.....evreivriirnirrmrersreseet st esrisc e sasmstors s messserens (7,439 (6,625) {17,712)
Gains on sales of loans........cco...... (21,086) (25,468) (19,262)

Proceeds from sales ofmortguge Ioans held for salc ............................................... 1,948,276 2,300,098 ., 1,475,000
Ongmalwns of mortgage loans held for sale...........oovciiiinnne, (1,922,854) (2,315,410 (1,456,465}

Amortization of intangible assets ................. et emereneee If ........................... 7,907 - 5,31 4,726

Stock-based COMPENSAION.ccvu.er ottt b e aneas 1,687 1,041 3,900
Excess tax benefits from stock-based compensation.........c.....ccnnnmnnim, - (783) (269} {177}

(Increase) decrease in accrued interest receivable ... no (11,908) (10,501) t 22

{Increase) decrease in OEr 855618 ...vvvvvrireevc e eareene e R (12,613) 5,376 . 4,636
Increase (decrease) in accrued interest payable .............. C 11,741 11,008 (759)
- (Decrease) increasc-in other liabilities ...l - v o (1,384) (7,750} " {3,266)

Total adjustments ... 13,776 {19,583} 25,023

Net cash provided by uperarmg ACHVIEES 1o ovveeveeeieeeeiieiee e s setaseriees s sreesinenns 199,303 146,491 - 174,631

CASH FLOWS FROM INVESTING ACTlVlTlES: .

Proceeds from sales of securities available for sale ...l e, 147,194 143,806 235,332

Proceeds from maturities of securities held to maturity .............. 5,923 10,846 2,870

Proceeds from maturities of securities available for sale .............. 598,111 - 666,060 816,834
Purchase of securities held (0 MAILLY .oovoeeevveeveceererennn, (698) B "(4,403) ©(11,402)
Purchase of securities avaitable for sale ........... (868,876) (861,897 . (269,776)
Decrease (increase) in short-term investments . . 20,598 78,265" * (9,188)
Net increase in loans ................ ST OO OO OO (886,372) (589,053) |, . (577,403)

Net cash {(paid for) recewed from acquismons errren e : (109,729) (3,791) . .0 1810
"Net purchase of premises and eqUIPMENT .......coiiinneese et ssei st (30,277) " (28,336) - (16,161)

Net cash (used in) provided by investing activities ....... e et (1,124,126) (588,503) 184,916

' CASH FLOWS FROM FINANCING ACTIVITIES:

‘ Net (decrease) increase in demand and savings deposits-.. . ceeieiaioniinianenn, e = o wom e (137,546) 35,153 293,331
Net increase (decrease) in time deposits ...tz . 596,240 400,672 (174,453)
Additions 1o 1ong-term debl ... s . 550,166 319,606 45,000

‘ "Repayments of long-term debt .........co...veenn.. et et et (186,499) {168,207) . {63,509
Increase (decrease) in short-term bormowings .........oveeeeiienes ' 197,795 104,438, (338,845)
DIvIdends Paid ........ccemrerernreemissis s s (98,022) (85,495) (74,802)
Net proceeds from issuance of common stock ........ 9,074 10,722 9,619
Excess tax benefits from stock-based compcnsation.... 783 269 177
Acquisition of treasury stock .. . (20,193} (R5,168) (78,966)

Net cush provided by (used m)fnancmg ACHVILCS 11 1rmvvrseeeceeveenecsseeieenieeesiaes 911,798 531,990 (382,448)

Net (Decrease) [ncrease in Cash and Due From Banks a (13,025} 89,978 (22,901)
Cash and Due From Banks at Beginning of Year S ‘ e 368,043 278,065 - 300,966
Cash and Due From Banks at End of Year . 1 $ 355,018 § . 368,043 3 278,065
Supplemental Disclosures of Cash Flow Information ' - '
Cash paid during perjod for: I S - e .

INLErES vooerereveeeeecrieeeerens § 357,203 -$ 0 202,211 3 136,753

Income taxes ' - ot - 77,327 60,539 54,457

See Notes to Consolidated Financial Statements
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v - C . Fulton Financial Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS !

3 ' - -

NOTE A ~ SUMMARY OF SIGNIFICANT ACCOUNT]NG POL[CIES

. m ' - Nyl
BusmeSS° Fulton F marn:lal Corporat:on (Parent Company) isa multl bank ﬁnancml holding company whlch provndes a. full range of
banking and financial services to businesses and consumers through -its wholly owned banking subsidiaries:. Fulton Bank, Lebanon
Valley Farmers Bank, Swineford National Bank, Lafayette Ambassador Bank, FNB.Bank N.A., Hagerstown Trust, Delaware
National Bank, The Bank, The Peoples Bank of Elkton, Skylands Community Bank, Resource Bank, First-Washington State Bank,
Somerset Valley Bank and The Columbia Bank as well as its financial services subsidiaries, Fulton Financial Advisors, N.A;, and
Fulton Insurance Services Group, Inc. In addition, the Parent Company owns the following non-bank subsidiaries: Fulton Fmancnal
Realty Company, Fulton Reinsurance Company, LTD, Central Pennsylvania Financial Corp., FFC Management, Inc. and FFC Penn
Square, Inc. Coilectively, the Parent Company and its subsidiaries are referred to as the Corporation. .-

' . . : ' oA
The Corporation's primary sources of revenue are interest income on loans and investment securities and fee income on its products
and services. Its expenses consist of interest.expense on deposits and borrowed funds, provision for loan losses, other operating
expenses and income taxes. The Corporation’s primary competition is other financial services providers operating in its region.
Competitors also include financial services providers located outside the Corporation’s geographical market as a result of the growth
in electronic delivery systems. The Corporation is subject to the, regulations of certain Federal and state agencies and undergoes
periodic examinations by such regulatory authorities. )
The Corporation offers, through its banking subsidiaries, a full range of retail and commercial banking services throughout central
and eastern Pennsylvania, Marytand, Delaware, New Jersey and Virginia. Industry diversity is the key to the economic well bemg of
these markets and the Corporation is not dependent upon any smgle customer or industry. :
Basis of Financial Statement Presentatlon: “The consohdated financial statements have been prepared in conformity with
accounting principles generally accepted in the United States (U.S. GAAP) and include the accounts of the Parent Company and all
wholly owned subsidiaries. All significant intercompany‘accounts and transactions have been eliminated. The preparation of financial
statements in accordance with U.S. GAAP requires management to make -estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the financial statements as well as revenues
and expenses during the period. Actual results could differ from those estimates, ,
Investments: Debt securities are classified as held to marurity at the time of purchase when the Corporation has both the intent and
ability to hold these investments until they mature. Such debt securities are carried at cost, adjusted for amortization of premiums and
accretion of discounts using the effective yield method. The Corporation does ‘not engage in trading activities, however, since the
investment portfolio serves as a source of liquidity, most debt securities and all marketable equity securities are classified as available
for sale. Securities available for sale are carried at estimated fair value with the related unrealized holding gains and losses reported in
shareholders' equity as a component of other comprehensive income, net of tax. Realized security gains and losses are computed using
the specific identification method and are recorded on a trade date-basis. Securities are evaluated periodically to determine whether a
decline in their value is other than temporary. Declines in value that are determined to be other than temporary are recorded as
realized losses. : !

Loans and Revenue Recognition: Loan and lease financing receivables are stated at their principal amount outstanding, except for
loans held for sale which are carried at the lower of aggregate cost or market value. Interest.income on leans is accrued as camed.
Unearned income on lease financing receivables is recognized on a basis which approximates the effective. yield method. Premiums
and discounts on purchased loans are amortized as an adjustment to interest income using the effective yield method., | oA

Accrual of interest income is generally discontinued when a_loan becomes 90 days past due as to principal or interest, except'for
adequately collateralized mortgage loans. When interest accruals are discontinued, unpaid interest credited to income is reversed.
Non-accrual loans are restored to accrual status when ail delinquent principal and interest become current or the loan is conSIdered
secured and in the process of collection.
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Fulton Financial Corporation

e L " NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Loan Origination Fees and Costs: Loan origination fees and the related direct origination costs are offset and the net amount is
deferred and amortized over the life of the loan using the effective interest method as an adjustment to interest income. For mortgage
loans sold, the net amount is included in gain or loss upon the sale of the related mortgage loan.

* '+..|

- — - - e

Allowance for Loan Losses The allowance for loan losses is mcreased by charges to expense and decreased by charge -offs, net of
recoveries. Management's periodic evaluation of the adequacy of the allowance for loan losses is based on the Corporation's past'loan
loss experience, known and inherent risks in the portfolio, adverse situations that may afféct the borrowers' ability to repay, the
estimated fair'value of the underlying collateral; and current economic conditions. Managemént believes that the allowance: for loan
losses is adequate, however, future changes to the allowance may be necessary based on changes in any of these factors :
The allowance for loan losses consists of two components — specific allowances allocated to individually impaired loans, as deﬁned
by the’Financial Accounting Standards Board’s (FASB) Statement of Financial-Accounting Standards No. 114, “Accounting: by
Creditors for Impairment of a Loan” (Statement 114), and allowances calculated for pools of loans under ‘Statement of ‘Financial
Accounting Standards No. 5, “Accounting for Contmgencres” (Statement 5).

3 - :

P »

Commercial loans and commerc1al mMottgages are revrewed for 1mpa1rment under Statement l 14 if they are both greater than $100,000 arid
are rated less than “satisfactory” based upon the Corporation’s intemnal credit-rating process. A satisfactory loan does not present more than
a normal credit risk based on the strength of the borrower’s management, financial condition and trends; and the type and sufﬁcrency of
underlying collateral. It is expected that the borrower will be able to satisfy the terms of the-loan agreement, - - : ‘

A loan is considered to be impaired when, based on current information and events, it is probable that the Corporation will be unable

to collect all amounts due according to the contractual terms of the loan agreement. Generally, these are loans that management has

placed on non-accrual status. Impaired loans are measured based on the present value of expected future cash flows discounted at'the
loan's effective interest rate, or at the loan's observable market price or fair value of the collateral if the 6an is colldteral dependent.
An allowance is allocated to an impaired loan if the carrying value exceeds the calculated estimated fair value.

‘. 4

All loans not réviewed for impairment are evaluated under Statement'S. In addition to commercial loans and mortgages not meeting
the impairment evaluation criteria'discussed above, these include residential mortgages, consumer loans, installment loans and lease
receivables. These loans are segmented into groups with similar characteristics and an allowance for loan losses ‘is allocated to each
segment based on quantitative factors such as recent loss history and qualitative factors such as economic conditions and trends. -+

Loans and lease financing receivables deemed to be a loss are written off through a charge against the allowance for loan losses.
Consumer loans are generally charged off when they become 120 days past due if they are not adequately secured by real estate. All
other loans are evaluated for possible charge-off when it is probable that the balahce will not be collected, based on the ability of the
borrower to pay and the value of the underlying collateral. Recoveries of loans previously charged off are recorded as an increase to
the allowanee for loan losses. Past due status is determined based on contractual due dates for loan payments.

. . . b

Lease financing receivables include both open and closed end leases for the- purchase of vehicles and equtpment Residual values are
set at the inception of the lease and are reviewed pertodrcally for impairment. If. the impatrment is considered 10 be other, than
temporary, the resulting reduction in the net investment in the lease-is recognized as a loss in the period.

[

Premises and Equipment: Premises and equipment are stated at cost, less accumulated depreciation and amortization. The provision
for depreciation and-amortization is generally computed using the straight-line method over the estimated useful lives of the related
assets, which are a maximum of 50 years for buildings'and improvements 8 years for furniture and 5 years for equipment. Leasehold
improvements are amortized: over the shorter-'of 15 years or the.ron-cancelable lease term. ‘lnterest costs incurred during the
construction of major bank premises are capitalized. - - - - : : S

Other Real Estate Owned: Assets acquired in settlement of mortgage loan indebtedness are recorded as other real estate owned and
are included in other-assets initially at the lower of the estimated fair value of the asset less estimated selling costs or the carrying
amount of the'loan. Costs to maintain-the assets and subsequent gains and losses on sales are included in other income and other

expense. ' .

44




Fiilton Financial Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Mortgage Sérvicing Rights: The estimatéd fair value of mortgage servicing rights (MSR’s) related to loans'sold and serviced by the
Corporation is recorded as an asset upon the sale of such loans. MSR’s are amortized as a reduction té servicing income over 'the
estimated lives of the underlying Ioans In addition, MSR’s are evaluated quaner]y for 1mpa|rment and, lf necessary, addltlona]

2

amortization is recorded o o

. , et : . . o : . cL i .‘ a
In 'March 2006, the FASB issued Statement’of Financial Accounting Standards No. 156, “Accountmg for Serv1cmg of Fmancral
Assets - an amendment of FASB Statement ‘No. 140" (Statemént 156). Statement 156’ requires recognition of a servicing asset or
liability'at fair value each time an obligation is undertaken to seirvice a financial asset by entering irito a sérvicing contract. Statement
156 also provides guidance on subsequeiit measurement methods for each class of ‘separately recognized servicing assets and
liabilities and specifies financial statement presentation and disclosure requirements: This -statement is effective for fiscal 'vears
beginning after September 15, 2006, or January 1, 2007 for the Corporation. The Corporation has elected to continue amortizing
MSR’s over the estimated lives of the- underlymg ]oans As a result, the adoption of this ‘;tandard did not tmpact the: Cmporauon 5
consohdated ﬁnancml statements. ' '’ - !

. "
‘a L L K : o LT ) . o

Derivative Financial Instruments: As-of Decembér 31, 2006, interest Tate swaps with a notional amount 0f-$290.0 millién were
used to hedge certain long-term fixed rate certificates of deposit. The terms of the certificates of deposit and the interest rate swaﬁs are
similar and were committed to simultancously. Under the terms of the swap agreements, the Corporation is the fixed rate recewer and
the floating rate payer (generally tied to the three month- ‘London Interbank Offering Rate, or LIBOR, a: common index used for setting
rates between financial ifistitutions). The interest rate swaps are classified as fair value hedges and both the interest rate swaps and the
certificates of deposit are recorded at fair value; with chahges in the fair values during the period recorded to other incomic or expense.

For interest rate swaps accounted for as fair value hedges, ineffectiveness is the difference between the changes in the fair value of the
interest rate swaps and the hedged items, in this case the certificates of deposit. The Corporation’s analysis of effectiveness indicated
the hedges were higlhily effective as of December 31, 2006. For the year ended December 31, 2006, a'net gain of $217,000, was
recorded in other expense; representing the net impact of the changes in fair values of the interest rate swaps and the certificates of
deposit, compared o a net loss of $110,000 recorded for the year ended December 31, 2005.

The Corporation entered into a forward-starling interest rate swap with a notional amount of $150.0 million in October 2005 in
anticipation of the issuance of $150.0 million of trust preferred securities in January 2006. This was accounted for as a cash flow
hedge as it hedges the variability of interest paymeénts attributable to changes in interest rates on the forecasted issuance of fixed-rate
debt. As of December 31, 2005, $2.2 million had been recorded as an other comprehensive loss, representing the estimated fair value
of the swap on that date, net of a $1.2 million tax effect. The Corporation settled this derivative in January 2006 for a total payment of
$5.5 milliont to the counterparty that résulted in an additional $1.4 million charge to other comprehensive loss, net of a 3751, 000 tax
effect. The total amount recorded to other comprehensive loss, $3.6 million, is bemg amortized to interest expense over the life of the
related securities using the effective interest method. The total amount of net losses in accumulated other comprehensrve foss that will
be reclassified to-interest expense in 2007 is expected to be approximately si 85,000,
In February 2006 the FASB 1ssued Statement of Financial Accountmg Standards No. 153, “Accomtmg for Certain Hybrid Fmanc1al
Instruments — an’ amendment of FASB: Statements No. 133 and 140" (Statemcnt 155). 'Statement 155 amends the guidance'in FASB
Statements No. 133, “Accounting for Derivative Instruments and Hedging Activities,” and No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities.” Statement 155 allows financial instruments that have embedded
derivatives to be accounted for as a whole, thereby eliminating the need to bifurcate the derivative from its host, if the holder elects to
account for the whole instrument on a fair value basis. Statemem 155 is effectlve for all financial instrument$ acquired, 1ssued or
SUb_]CCI to a remeasurement-date after the beginning of a company’s first ﬁscal year that begins after September 15, 2006, or January
, 2007 for the Corporation. Adoption of Stateméent 155-did not have an impact on thé Corporation’ s consolidated’ ﬁnanc1al
statementq

» * . N . ~ 4 . .
' 4o . . - LS [

Income Taxes: The provision for income taxes is based upon income beforé income taxes, adjusted primarily for the effect of ‘tax-
exempt income and net credits received from investments in tow and moderate income housing partnerships (LIH mvestments)
Certain items of incomé and expense are reported in different periods for financial reporting and tax return purposes. The tax effecls
of these temporary differences are recognized currently in the deferred income tax provision or benefit. Deferred tax assets: “or
liabilities are computed based on the difference between the financial statement and income tax bases of assets and liabilities using the
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applicable enacted marginal tax rate. Deferred income tax cxpenses or benefits are based on the changes in the deferred tax asset or
liability from period to period.

In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (FIN 48). The
interpretation clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance
with FASB Statement No. 109, ;*Accounting for Income Taxes”. Specifically, the interpretation prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. This interpretation is effective for fiscal years beginning after December 15, 2006, or January 1, 2007 for the Corporation. The
Corporatlon is evaluating the impact of FIN 48 on all tax positions and does not believe therg is any matenal impact of adopting FIN
48 on the Corporation’s consolidated ﬁnancml statements. : . .
Stock-Based Compensation: The Corporation accounts, for its stock-based compensation awards in accordance with Statement of
Financtal Accounting Standards No. 123R, “Share-Based Payment” (Statement 123R), which requires public companies to recognize
compensation expense related to stock-based compensation awards in their income statements. Compensation expense is equal to the
fair value of the stock-based compensation awards, net of estimated forfeitures, and is recognized over the vesting period of such
awards. .

2

Net Income Per Share:. The Corporation’s basic net income per share is calculated as net income divided by the weighted average
number of shares outstanding. For diluted net income per share, net income is divided by the weighted average number of shares
outstanding plus the incremental number of shares added as a result of converting common stock equivalents, calculated using the
treasury stock method. The Corporation’s common stock equivalents consist of outstanding stock options.

A reconciliation of the weighted average shares outstanding used to calculate basic net income per share and diluted net income per
share follows. There were no adjustments to net income to arrive at diluted net income per share., |

»

2006 2005 2004

+ (in thousands) ; .
oo . . : : S . ' ; ot [ ) . '
, Weighted average shares ocutstanding (basic)............. T T , 172,830.- 164,234 156,739
T Impact of common stock equivalents............................. . . 2,042 2,026 1,694
Weighted average shares outstanding (diluted) ................... e 174,872 . 0 166,260 158,453
Stock options excluded from the diluted shares . i ) '
computation as their effect would have been anti-dilutive....... 2,179 1,197 " -

Disclosures about Segments of an Enterprise and Related Information: The _Corporation does not have any operating segments
which require disclosure of additional information. While the Corporation” owns sevetal separate banks, each engages in similar
activities, provides similar products and services, and operates in the same general geographlcal area. The Corporation’s non- bankmg
activities are immaterial and, therefore, separate information has not been disclosed. .
Financial Guarantees Financial guarantees, which consnst -primarily of standby and commercial letters of credit, are accounted for
_ by recognizing a liability equal to the fair value of the guarantees and crediting the liability to income over the term of the guarantee.
* Fair value is estimated using the fees currently charged to enter into 51m_|lar agreements with similar terms.

Business Combinations and Intangible Assets: The Cotporation accounts for its acquisitions using the purchase accounting method
as required by Statement of Financial Accounting Standards No. 141, “Business Combinations™. Purchase accounting requires the
total purchase price to be allocated to the estimated fair values of assets and liabilities acquired, including certain intangible assets that
must be recognized. Typically, this allocanon results in the purchase price exceeding the fair vatue of net assets acquired, which is

recorded as _goodwﬂ] . ‘ .o
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As required‘by Statement’ of: Financial Accountmg Standards’ No.” 142/ “Goodwill-and -Other Intarigible Assets” (Statermnent .142),
goodwﬂl is'not amortizéd to expense but is' tested for nnpalrment at least annually. Writé-downs of the balance, if necessary as a
result"of the impairmerit test, are to be' charged to expense ifi' the period in which goodwill is determined to be impaired! The
Corporation performs its annual test of* goodwnll lmpatrment as of October 3lst of each year. Based on the results of thesé tests the
Corporation ‘concluded that there was nio 1mpa|rment and tio write-downs wére recorded 'in-2006; 2005 or 2004, If certain events oceur
which mlght mdlcate goodwnll has been tmpatred between annual tests the goodwnll must be tested when such evems oceur.””

! D T ! i L E .o T Lot

As reqmred by-Statement of Fmanc:al ‘Accounting Standards No. 147, “Acquisitions of Certain Financial Institutions™ the e"xcess
purchase price recorded in'qualifying branch acquisitions are treated-in the same manner as Statemient 142 goodwtll b

- . |
a0 [ T S S e L

Variable [nterest Entities: FASB [nterpretanon No. 46, “Consolidation of Variable Interest Entities — An Interpretatlon of ARB No.
517"(FIN 46); provides guidarice on'when to consolidate-certain Variablé Interest Entities (VIE’s) in the financial statements of the
Corporation. VIE’s are entities in which equity investors do not have a controlling financial intefest or do not'have sufficient’equity at
risk for the entity to finance activities without additional financial support from other partles Under FIN 46, a company inust
consolidate a VIE if the company: Has dtvariable interest that'will'absdib 4 majority of the VIE*S losses! if théy occur, and/or recéive a
majority of the VIE's residual retumns, if they occur. For the Corporation, FIN 46 affects securities issued by subs:dlary trusts
(Subsidiary Trusts) and its LIH investments.

As_required by Staff Position FIN-46(R) 6, *Determining the Variability1d.Be. Consideréd in? Applying FASB Interpretation. No.
46(R)” (Staff Position FIN 46(R)-6), the Corporation has addressed how an entity should determine the variability to be consideréd in
applymg FIN 46, mcludmg, the determination of (a) whethef the entity is'a VIE, (b) which interests are “variable interests” in the
entity and ‘(¢)’ which party,-if any; 'is' thé prifnary beneficiary' of the VIE.:The staff position’had no 1mpact the Corporatlon 5
consolidated financial statements. oot

The provisions of FIN 46 related to Subsidiary Trusts, as interpreted by the Securities and Exchange Commission (SEC), disaliow
consolidation of Subsidiary Trusts in the financial statements of the Corporation. As a result, securities that were issued by the trusts
(Trust Preferred Securities) are not included in the Corporation’s consolidated balance sheets. The junior subordinated debentures
issued by the Parent Company to the Subsidiary Trusts, which have the same total balance and rate as the combined equity securities
and trust preferred securities issued by the Sub51d1ary Trusts, remain in long-term debt (See Note I, “Short-Term Borrowings and
Long—Term Debt™). H

LlH Investments are amortized under the effective interest method over the life of the Federal income tax credits generated as a result
of such investments, generally ten years. At December 31, 2006 and 2005, the Corporation’s LIH Investments, included in other
assets on the consolidated balance sheets, totaled $41.3 million and $44.2 miilion, respectively. The net income tax benefit associated
with these investments was $3.9 million, $4.9 million, and $4.5 million in 2006, 2005 and 2004, respectively. None of;the
Corporation’s LIH Investments met the consolidation criteria of FIN 46 or Staff Position FIN 46(R)-6 as of December 31, 2006 or
2005, .

Fair Value Measurements: In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value
Measurement” (Statement 157). Statement 157 defines fair value, establishes a framework for measuring fair value in U.S. GAAP,
and expands disclosure requirements for fair value measurements. Statement 157 does not require any new fair value measurements
and is effective for financial statements issued for fiscal years beginning after November 15, 2007, or January 1, 2008 for the
Corporation. The Corporation is currently evaluating the impact of Statement 157 on-the consolidated financiai statements.

Endorsement Split-Dollar Life Insurance Arrangements: In September 2006, the FASB ratified Emerging Issues Task Force
(EITF) issue 06-4, “Accounting for Deferred Compensation and Post-retirement Benefit Aspects of Endorsement Split-Dollar Life -
Insurance Arrangements ” (EITF 06-4). EITF 06-4 addresses accounting for endorsement split-dollar life insurance arrangements that
provide a benefit to an employee that extends to post-retirement periods. EITF 06-4 would require that the post-retirement benefit
aspects of an endorsement-type split-dollar life insurance arrangement be recognized as a liability by the employer and that the
obligation is not settled upon entering into an insurance arrangement.- EITF 06-4 is effective for fiscal years beginning after December
15, 2007, or January 1, 2008 for the Corporation. The Corporation is currently evaluating the impact of EITF 06-4 on the consolidated
financial statements.
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Fair Value Option- for Financial Assets and Liabilities: In February 2007, the FASB issued Statement.No. 159, “The Fair Vatue
Option for Financial Assets and Financial Liabilities—Including an amendment of FASB Statement No. 115" (Statement 159).
Statement 159 permits entities to choose to measure many financial instruments and certain other items at fair value and amends
Statement. 15 to, among other things, require certain disclosures for amounts for which the fair value option is applied. Additionally,
this standard provides that an entity may reclassify held-to-maturity and available-for-sale securities.to the trading account when the
fair value option is elected for such securities, without calling into question the intent to hold other securities to maturity in the future.
This standard is effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007, or Januvary 1, 2008
for the Corporation. Early adoption is permitted as of the beginning of a fiscal year that begins on or before November 15, 2007,
provided the entity also elects to apply the provisions of Statement.157. The Corporation has not completed its assessment of SFAS
159 and the impact, if any, on the consolidated financiat statements.

Reclassifications and Restatements: Certain, amounts in the: 2005 ancl 2004 consolidated ﬁnanctal statements and notes have been
reclassified to conform to the 2006 presentatlon

i . o n '

T

The Corporation paid a,5% stock dmdend in June 2006. All share :Imd per-share mformanon has been restated to reﬂecl the 1mpact of
this stock dividend. -

N Lt P e . PR

NOTE B — RESTRICTIONS ON CASH AND DUE FROM BANKS. - : - - ‘.

. : . ' Sk " vy . [N R ' ’ ‘ . , L e
The Corporation's subsidiary banks are required to maintain reserves, in the form of cash and balances with the Federal Reserve Bank,
against their deposit liabilities, The amount of such reserves as of December 31, 2006 and 2005 was $13.7-million and $97.4 miilion,
respectively. , : o a
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INVESTMENTSECURITIES Cn e

v 0 1

ot

. R [ . o ‘I

The following tables prcsent the amort:zed cost and estimated fair values of investinent securities as of December 31:
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<4 o U . Gross Gross Estimated
. oo v ¢, 'Amortized ' Unrealized Unrealized Fair
2006 Held to Maturity. v .+ Cost Gains Losses Value
! (in thousands) !
U.S. Government sponsored
AZENCY SCCUTTIES.ovverierrnens Lo $ ' 7,648 % -.% 68) $ 7,580
State and municipal securities ........... e 1,262 | B DR - 1,273
Corporate debt securities.............'coc... 75 - . O
Mortgage-backed securities................. 3,539 68 .. . (O - ' 3,606
, . . X )
o o $ 12524 § 7978 . (69) 1S 12,534
. - — = = =
2006 Available for Sate
EQUILY SCCUTHES v forcelocrto, 8 16593171 87 "2,960° 8 (3,255)"S 165,636 ,
U.S. Governiment Securities.............. e U 1T,062 5 (n, 17,066 B
UsS. Goyernment spcmsored o v Lo A N
agency securities. ......... e A T 289, 816 129 (1,480) 288,465 e
State'and municipal securities ............ - 493,525 7 1,599 © (6,845) '~ 488,279 Y
Corporate debt securities ...................... 69,575 1,449 (387) 70,637 o
Collateralized mortgage obh‘gatlons....'. . 494,484 . 1,609 (3,569) - 492,524 ) :
' 'Mortgage backed securmes....’ ..... S 1,376,651 2,265 (35,809) _' 1,343,107 .
' U 5 2,907,044, $__ 10,016 § (51,336) B 2,865,704, . .
. I
1 te ut v \
2005 Held to Maturity '
U.S. Government'sponsored oL ‘ et . Coe T
AZENCY SECUTIHES .o.oooveiieerveens $ 7,512 % - % (103) § 7,409
State and municipal securities............. 5877 ! 19 - 5,896
“Mortgage-backed securities ............... LT 4869 .« 143 - 5,012
e : - -$ 18,258 §. 162 § (103) § 18,317
“ 2005 Available for Sale : - Yy
‘Equnysecurltles....‘.............f.' ...... i $ 137462 $' 012029 0§ (3,959 'S 135,532 :
'US Government securities................. "35124 - - - (6) © 35,108
U.S. Government sponsored’ '-, ) e - S -
" AgeNCY SeCUrities.....cvvinttoieciiinns 7213,748 L 163 -(1,261) 212,650 ) "
" State and mumclpal securities ............ 444,034 ‘ 1,044 (6,091) 438,987 o
“’Corporate debt securities ........... R © 64478 1,860 (504) 65834 " e
Collateralized mortgage obhgatlons © 265,033 ¢ 301 {2,831) 262,503 '
Mortgage- -backed SECUitieS................ 1,445,796 556 (53,089) 1,393,263 o
: e, T . $ 2,605,675 % 5953 § (67,74]1) $-2543.887 .. - .
S 1 . . ' . T . T : S
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The amortized cost and estimated fair value of debt securities at December 31, 2006,.by contractual maturity, are shown in the
followmg table. Actual maturities may differ from contractual maturities because borrowers may have the rlght to call or prepay
obligations with or without call or prepayment penalties. ,

. - Held to Maturity Available for Sale
et *4  «Amortized Estimated Amortized Estimated
N u Cost'+ °  Fair Value Cost Fair Value

p : (in thousands)

Due in one year or less........... SRR 8 192§ 192§ 80,242 .. % 80,036
Due from one year to five years............. 8,614 8,556 529,333 522,535
Due from five years to ten years............. .~ 179 179 90,153 89,508
Due after ten years ........cocovevvnceicccenne. Lot - 170,250 172,368
’ 8,985 8,927 869,978 864,447
Collateralized morigage obligations ...... EE - 494 4384 492,524
Mortgage-backed securities ....... SUPRRY 3,539 3,607 1,376,651 1,343,107

$ 12,524 & 12,534  $2,741,113  $2,700,078

Gross gains totaling $7.1 million, $5.9 miilion and $l4 8 million were realized on the sale of equity securities during 2006, 2005 and
2004, respectively. Gross losses on the sale of equlty securities, mcludmg losses recognized. for other than temporary impairment, as
discussed below, totaling $163,000, $68,000 and $149,000 were realized during 2006, 2005 and 2004, respectively. Gross gains
totaling $555,000, $1.7 million and $3.1 million were realized on the sale of debt securities during 2006, 12005 and 2004, respectively.
Gross losses totaling $81,000, $811 000 and $28,000 were reallzed on the sale of debt secuntles during, 2006 2005 and 2004,
respectively. . : ..

Securities carried at $1.4 billion and $1.3 billion at December 31, 2006 and 2005, respectively, were pledged as‘collaleral to secure
public and trust deposns customer repurchase agreements and” mterest rate swaps. Available for sale equity securities include
restricted investment $ecuritiés issued by the Federal Home Loan Bank and Federal Reserve Bank totaling $71.8 million and $56.9
million at December 31, 2006 and 2005, respectively.

The following table presents the gross unrealized losses and estimated fair values of investménts, aggregated by investment category
and length of time that individual securities have been in a continuous unrealized loss position, at December 31, 2006:

Less Than 12"'months 12 Months or Longer: .- : Total

_ L Estimated  Unrealized Estimated Unrealized ‘ Estimated Unrealized
' ST Fair Value Losses Fair Value Losses Fair Value Losses

(in thousands)

U.S. Government SeCUrities.......c.ocervivnienncnnnne. $ 5948 § m 3 - 5 - % 5948 § ()

U.S. Government sponsored agency securities ... 121,546 (361) 130,767 T (1L,187) 252313 (1,548)
State and municipal securities .......... P . 60,640 . (500) 294956 (6,345) 355,596 {6,845)
Corporate debl SECUTITES .......ocvurvvereereriereeneene. 8,112 (145) 13,180 242y . 21,292 . (387)
Collateralized mortgage obligations.......... e 175,527 (1,045) 126,192 (2,524) . 295719 (3,569)
Mortgage-backed securities................veeeenennnns 99,432 (2,075) 1,034,860 (33,735) 1,134,292 (35,810)

Total debt SECUMLES ..c.oivoeeeeee e e . 471,205 (4,127) 1,593,955, (44,033) 2,065,160 {(48,160)
Equity securities ............ SRR © 22,325 .. (1,638) 16,623 (1,617) 38,948 (3,255)

$ 493530 $. (5765) $1,610,578 % (45650) $2,104,i08 3 (51,415)

The ma]orlty of the mortgage-backed secuntles sHown in the above table were purchased durmg 2003 and 2004 when mortgage rates

were at historical lows. Unrealized losses on these securities at December 31, 2006 resulted from the increase in market rates over the
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past 30 months. Because the Federal Home Loan Mortgage Corporation and'the Fedéral National Mortgage Association guarantee the
timely payment of principal on mortgage-backed securities, the credit risk for these securities is minimal and, as such, no impairment
write-offs were considered to be necessary. For similar reasons, the Corporation does not consider unrealized losses associated with

U.S. government sponsored agency securities or state and municipal securities as an indication of impairment.
: S .

The Corporation evaluates whether inrealized losses on equity investments indicate other than temporary impairment. Based:iupon

this evaluation, losses of $122,000, $65,000 and-$137,000 were recognized in 2006, 2005 and 2004, respectively.

-

NOTE D — LOANS AND ALLOWANCE FOR LOAN LOSSES

Gross loans are summarized as follows as of December 31:
' T ' A 2006 . - -2005.
(in thousands)

Commercial - .industrial ;md financial .............. ....... N ....... . 8 2,603,2i4f 5 2,044,01_0
Commercial - agricultural......................... v erereeseesene s iceeenees - 361,962 331,659
Real-estate - commercial mortgage -.-.......... e et e 3,213,809 - 2.831,405 .
Real-estate - residential mortgage .........cccooevvvennen. et S 696,836 - -, 567,733
Real-estate - home equity ......cooov i 1,455,439 1,205,523
. «- Real-estate - construction ........; TTTE T S SIS S preeerrenteninire s - 1,428,809, . 851,451
' CONSUIMIET: ....ceceeceeceeeee s sessae s Faesenesseessnsssansasasssnssenseeiinnnrarenas i ¢ 923,066, 520,098
Leasing and other ................... e JRURRUUT U | |11 % 1 I B 79,738
10,383,856 8,431,617
Uneamned iNCOME....vvvvvvveiveinrrerenees rereressreneres Vererennsnererssessesraasisneresserens o (9,533) 0 - (6,889)1
' _ bt - v $10,374,323 38424728 -
Chqr;ges_jn the allowance for loan losses were as follows for the years ended December'31: S o ‘
2006 2005 2004 *
C o _ (inthousands) _
R I
Balance at beginning of year..........coococeiiveiiecininnna. $ 92847 § 89,627 § 77,700
Loans charged off ... (6,969) . (8,204) (8,877)

" Recoveries of loans previousty charged off ....20..0... ~7 4,517 50196 T 4,520 -

Net loans charged off ..o o (2,452) = . (3,008). - (4,357)

Provision for loan losses ........coecnnnicronn, verevieesreraneres 3,498 3,120 4717
Allowance purchased .......... RO 12,991 3,108 11,567
Balance at end of YEAT .......ocooccooveooverrrossorresress e $ 106884 S 92847 $ 89627
. -, . . , "
Yoy . . .
1 N S T
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The following table presents non-performing assets as of December 31; Lo ~ . ' P T
2005 .

, , o . . .|
b S St ' L : ; (in thousands) T
NO-2CCTUAL TOANS .o reveveoes oo e e S - 33,113 $ ' 36,560 -
) Accruing loans greater than-90 days past due ...........cceeeeievinee, e o 20,632, - . 9,012 e,
Other real estate owned.........ccoveccvinniinicnnecnns SRUUOT TR e 0w 4,103 0 2,072 . A

$ 57848 § 47644

The amount of overdraft deposit balances that have been-reported as.lpans were $24.3 million and $18.9-niillion as.of December 31,
2006 and 2005, respectively.

- [ et o

Interest of approximately $2.6 million, $3.0 million and $1.5 million was not recognized as interest income due to the non-accrual
status of loans during 2006, 2005 and 2004, respectively. .

The recorded investment in loans tha; were considered to be impaired as defined by Statement 114 was $18.5 million and $13.2
million at December 31, 2006 and 2005, respectively. At December 31, 2006 and 2005, impaired loans had related allowances for
loan losses of $5.1 million and $5.9 million, respectively. There were no impaired loans in 2006 and 2005 that did not have a related
allowance for loan losses. The averagé recorded investment in impaired loans during the years ended December 31; 2006, 2005 and
2004 was apprommalely $13.7 mllhon $9 1 million and $7.4 million, respectively. - T

The Corporation applles all payments received on non-accruing 1mpa1red loans to principal untll such time as the principal is paid off,
after which time any additional payments received are recognized as.interest income. The Corporation recognized interest income of
approximately $636,000, $462,000 and $55,000 on impaired loans in 2006, 2005 and 2004, respectively. '

The Corporation has extended credlt to the ofﬁcers and directors of the Corporation and to their associates. Related-party loans are
madé on substantially the same- terms, including interest rates and collateral, as those prevailing at the time for comparable
tratisactions with unrelated persons and do not involve more than the normal risk of collectibility. The aggregate dollar amount of
these loans, including unadvanced commitments, was $273.8 million and $267.2 miliion at December 31, 2006 and 2005,

respectively. During 2006, additions totaled $65.3 million and repayments totaled $90.0 million. The Columbia Bank added $16.4
million to retated party loans.

The total portfolio of mortgage loans servxced by the Corporation for unrelated third parties was $981.4 million and $1.1 billion at
December 31, 2006 and 2003, respectively.

NOTE E - PREMISES AND EQUIPMENT SR ' -

The following is a summary of premises and equipment as of December 31: : ’ S

_ 2006 ' 2005
g . - : oo (in thousands)" '’
Land.....coooooeiirennnnn. PR LSOO SO SO $ 30,610 '§ 26,6037
Buildings and improvements........cocc.vevvveiresiereeeiscseisrisre e ineveseins 203,551 180,153
Furniture and eqUIPMENt ..............cocuiecniireniiens i ss s s 136,576 119,179
CONSITUCHION 1N PLrOGIESS...cviiererreererietaernteeereseeesses e e e e se e e ssesens 8,034 5,483
378,771 331,508

Less: Accumulated depreciation and amortization..............cccccecvvveinine (187,370) (161,254)
: ' $ 191401 % 170,254
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NOTE F - GOODWILL AND INTANGIBLE ASSETS . . o v . - .

The following table summarizes the chaniges in goodwill: -

2006 2005 2004 .
P L (in thousands)

Balance at beginning of year..i.....cccoveerveecncinnininnnes $ 418,735 § 364,019 § 127202
Goodwﬂl additions .. : SO SOy YO 207,307 - 54,716 236,817 .

Balance at end ofyear..........................3 ....................... $ - 626,042 $ 418735 $ 364,019

H
- - -

8

See Note Q, “Mergers and Acquisitions” for information regardin.'g goddwill acquired in 2006 and 2005. -

The followmg table summanzes mtangnble assets at December3l . ot o S e
. [ . - P T HEN ¢ ' Lol
’ 2006 , 2005 :
) Lo " Accumulated’ P e Accumulated
' *Gross - Amortization ~© Net  °°  Gross ' Amortization " Net -

oo T AR B "(in thousands)

Amortizing: ' ’ o ‘ o
Core deposit ....ccccueveenneen. $ 50,279 $ (7927 $ 323352 $ 35,590 $ (11,214) = § 24376
Non-compete........ocovesnen, 475 (230), . 245 _ 475 (135) 340
Unidéntifiable.................... C T 8,897 '6,308) T 2592 " 8897 (5,206) "3,691

Total amertizing ............. 59,651 (24,462) 35,189 44,962 ~ (16,555) 28,407

Non-amortizing .........coeevenen. 2,544 - 2,544 1,280 - 1,280

$ 62,195 3 (24.462) $- 37,733 3 46,242 $  (16,555) 3 29,687

Core deposit intangible assets are amortized using an accelerated: method over the estimated remaining life of the acquired core
deposits. As of December 31, 2006, these assets had a weighted average remaining life of approximately eight years. Umdentlﬁable
intangible assets related to branch acquisitions are amortized on a straight-line basis over ten years. Non-compete intangible assets are
being amortized on a straight-line basis over five years, which is the term of the'underlying contracts. Amortization expense related o
intangible assets totaled $7.9 million, $5.3 million and $4.7 million in 2006, 2005 and 2004, respectively.

Amortization expense for.the next five years is.expected to be.as follows (in thousands): . .~ A .- Y ‘

Year . . " B
o 2007 ..o, $ 7,463
2008 ..o 6,222
2009 ... 5,489
. 2010 oo 4692 .,

- : 2011 occceeee. 3,514
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NOTE G ~ MORTGAGE SERVICING RIGHTS e e e s

The following table summarizes the changes in mortgage servicing rights (MSR’s), which are included in .other assets.in the
consolidated balance sheets:

i CY
B ) S o 2006 2005 2004
(in thousands)
Balance at beginning of year................ oo $ 7,51.5 5 8 1757'r . $ ;- 8 396:
Originations of mortgage servicing rlghts ............ N 724 1,548 .2,138,
AMOrZAtION EXPENSE. cvvivrrrsirrrrers T irreesresesseenns (1,640) (2 190) (2 377)
Balance at end of year ... .3 6,599 % 7,515 % 8,157

v e

MSR’s represent the economic value to be derived by the Corporation from its existing contractual rights,to service mortgage loans
that have been sold. Accordingly, prepayments of the underlying mortgage loan prepayments can impact the value of MSR’s.

The Corporation estimates the fair value of its MSR’s by discounting the estimated cash flows of servicing revenue, net of costs, over
the expected life of the underlying loans at a discount rate commensurate .with the risk associated with these assets. Expected life is
based on the contractual terms of the- loans as adjusted for*prepayment projections for mortgage-backed securities with rates and
terms comparable to the loans underlying the’ MSR’s. The estimated fair value of MSR’s was approximately $8.2 rmlllon and $8 8
million at December 31, 2006 and 2005, respectively.

+ ¢

;t'.

Esrlmated MSR amortization expense for the next five years based on balances at December 31 2006 and the expected remammg
lives of the under]ymg loans follows (in thousands)

L , Cs S

Year .
2007 0o $ 1,649 ST
.. o 2008 .. 1,477 . L
‘ PRI B :2009.. 1280 . - . L e
. . 2010 e o 1,055 L . e e .
. p11 1 R , 800, ' .

NOTE H — DEPOSITS

Deposits consisted of the following as of December 3 !:

Noninterest-bearing demand

Interest-bearing demand................... ettt e
Savings and money market 8CCOURLS ........c.eeeereenmieennercececeeeeeneeeenenas
THMNE dEPOSILS Looviiiiieiiiiiir ettt

54

2006

2005

{in thousands)

$ 1,831,419

$ 1,672,637

-1,683,857 1,637,007
2,287,146 2,125,475
4,430,047 3,369,720

$10,232,469  §$ 8,804,839




o 2009 v o 1al9d9 A
- Ve 2010 .. 104,901 .
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| . N
Included in time deposits were certificates of deposit equal to or greater than $100,000 of $1.2 bitlion and $749.6 million at December
31, 2006 and 2005, respectively. The scheduled maturities of time deposits as of December 31, 2006 were as follows (in thousands):

Year
22007 e, $ 3,414,830 .
2008 ..o, 461,853
2011 e, 86,672 .
Thereafter.......... 219,842

$ 4,430,047

NOTE I - SHORT-TERM BORROWINGS AND LONG-TERM DEBRT

Short-term borrowmgs at December 31 2006, 2005 and 2004 and the related maximum amounts oulslandmg at the end of any month in
each of the three years then ended are presented below. The securities underlying the repurchase agreements remain in available for sale
investment securities. : . ) ¥
. . N Decermber 31 - ' "Maximum Outstanding

, . oo - 2006 2005 - 2004 - 2006 . . 2005 2004

(in thousands)

- Federal funds purchased ..........ooevonceccnerinccennenn, $1,022,351 $°939096 § .676,922 $1,236941 S 939,096 $ .849,200
Securities sold under agreements to repurchase.. -, 339,207 352,937 . 500206 . - 498,541 573,991 , 708,830
Short-term promissory NOES...c....covrerreersrernrens 279,076 . Cou -+, 282,035 : - Lo
FHLB overnight repurchase agreements ............ ' - .2 000, . - 2,000 . 2,000, .-
Revolving line of crédit ..o, 36,318 - o 11,930 . 55,600 . 33,180 26,000
L0111 1< SO OSSO OO feverrrnreens ' 3888 . . 4,929 ‘ 5,466 © 5435 . 13,219 . 5,807

¢ ' e . *$1,680,840 ‘511298962 §$1,194,524 - Co T

The following table presents information related to securities sold under agreements to repurchase: '
' December 31
: SR 2006 2005 12004 -

{dollars in thousands)

Amount outstanding at Dccember.’;l ..... ettt s $ 339,207 $ 352,937 $ 500,206 toe

Weighted average interest rate at yearend.................... _ 3.57% - 26l% - 1.03% L
Average amount outstanding during the year ............... $ 356561 § 436244 5 531,196 o
Weighted ‘average interest rate during the year .............. 340% 0 212% 0.97%

The Corporation has a $100.0 million revolving line of credit agreement 'with an unaffiliated bank that provides for interest to be paid
on outstanding balances at’ the one-month LIBOR plus 0.35%. The credit agreement requires the Corporation 10 maintain certdin
financial ratios related to capital strength and eammgs The Corporation was in compliance with all required covenants under the credit
agreement as of December 31, 2006.
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Federal Home Loan Bank advances and iong-term debt included the following as of December 31:

2006 2005
(in thousands)

Federal Home Loan Bank advances........c..ccocooeeeiecciceeecceeeee, e 998,521 % 717,037
Junior subordinated deferrable interest debenrures ..................... e 206,705 40,724
Subordinated debt..........ooveieeieceee e e e 100,000 100,000
Other long-term debt ... 1,999 3,880
Unamortized iSSUANCE COSIS........ vt (3,077) {(1,266)

$ 1,304,148 § 860,345

Excluded from the preceding table is the Parent Company’s revolving line of credit with its subsidiary banks ($75.0 million and $61.4
million outstanding at December 31, 2006 and 2003, respectively). This line of credit is secured by equity securities and insurance

-investments and bears interest at the prime rate, minus 1.5%. Although the-line of credit and related interest have been eliminated in

consolidation, this borrowing arrangement is senior to the subordmated debt and the Jumor subordinated deferrable mteresl
debentures -

In January 2006, the Corporation purchased all of the common stock of a subsidiary trust, Fulton Capital Trust I, which was formed
for the purpose of issuing $150.0 million of Trust Preferred Securities at a fixed rate of 6.29% and an effective rate of approximately
6.50% as a result of issuance costs and the settlement cost of the forward-starting interest rate swap. In connection with this
transaction, $154.6 million of junior subordinated deferrable interest debentures were issued to the trust. These debentures carry the
same rate and mature on February 1, 2036.

In addition to Fulton Capital Trust I, the Parent Company owns all of the common stock of eight Subsidiary Trusts, which have issued
Trust Preferred Securities in conjunction with the Parent Company issuinhg junior subordinated deferrable interest debentures.to the
trusts. The terms of the junior subordinated deferrable interest debentures are the same as the terms of the. Trust Preferred Securities.
The Parent Company’s obligations under the debentures constitute a full and unconditional guarantee by the Parent Company of the
obligations of the trusts. The Trust Preferred Securities are redeemable on specified dates, or earlier if the deduction of interest for
Federal income taxes is prohibited, the Trust Preferred Securities no longer qualify as Tier | regulatory capital, or if certain other
contingencies arise. The Trust Preferred Securmes must be redeemed upon marurlty The following table details the terms of the
debentures (dollars in thousands):

' ‘ . o yroo L -

Rate at
Fixed/ December 31, Callable
Debentures Issued to "Variable 2006 ~ Amount Maturity Callable Rate
Premier Capital Trust.............. " Fixed 857% $ 10,310 8/15/2028 8/15/2008 104.3%
PBI Capital TrustII ................ Variable 8.86 % 15464 | 11/7/2032 11/7/2007 100.0
Resource Capital Trust I11 ...... Variable B.86 % 3,093 0 11/7/2032 ) 11772007 100.0
Bald Eagle Statutory Trust I ... Variable .+ 881% 4,124 7/31/2031  7/31/2006. 107.5
Bald Eagle Statutory Trust I1.. Variable , 8.92% ' ' 2,'578_ 6/26/2032 6/26/2007 ., 100.0
Columbia Capital Trust [ ........ Variabie 8.01 % 6,186 6/30/2039 6/30/2009 100.0
Columbia Capital Trust I1....... Variable 7.25% . 4,124 3/15/2035 . 3/15/2010 100.0
Columbia Capital Trust Iil...... Variable 7.13 % C6,1 86 . 6/15/2035 6/15/2010 100.0
Fulton Capital Trust L.............. Fixed ' . 629% L, 154,640  12/31/2036 NA NA

3 206,705

The $100.0 million of subordinated debt matures April 1, 2015 and carries a fixed rate of 5.35%. Interest is paid semi-annually in
October and Apri! of each year.
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Federal Home Loan Bank advances mature through March 2027 and carry a weighted average interest rate of 4.76%. As of December
31, 2006, the Corporation had an additional borrowing capacity of approximately $1.3 billion with the Federal Home Loan Bank.
Advances from the Federal Home Loan Bank are secured by Federal Home Loan Bank stock, qualifying residential mortgages
mvestmems and other assets.

The followmg table summarizes the scheduled maturltles of Federal Home Loan Bank advances and: long-term debt as of December
31, 2006 (in thousands):

Year
" 2007 oo S 190,305
‘ \ 9010 S 184,594
8 . 2009 ...l oo .. 59,138 '
T 2000 e, 89,116
. . 2008 - 595 !
Thereafter.......... 780,400

$ 1,304,148

NOTE J - REGULATORY MATTERS

Dividend and Loan Limitations

The dividends that may be paid by sub51dlary banks to the Parent Company are subject to certain legal and regulatory limitations.
Under such limitations, the total amount avallable for payment of dw]dends by subsidiary banks was approx:mately $320 million at
December 31, 2006

Under current Federal Reserve regulations, the subsidiary banks are limited in the amount they may loan to their affiliates, including
the Parent Company. Loans to a single affiliate may not exceed 10%, and the aggregate of loans to all affiliates may not exceed 20%
of each bank subsidiary's regulatory capital. At December 31, 2006, the maximum amount available for transfer from the subsidiary
banks to the Parent Company in the form of loans and dividends was approximately $410 million.

Regulatory Capital Requirements

The Corporation’s subsidiary banks are subject to various regulatory capital requirements administered by banking regulators. Failure
to meet minimum capital requirements can initiate certain mandatory — and possibly additional discretionary — actions by regulators
that, if undertaken, could have a direct material effect on the Corporation’s financial statements. Under capital adequacy guidelines
and the regulatory framework for prompt corrective action, the subsidiary banks must meet specific capital guidelines that involve
quantitative measures of the subsidiary banks' assets, liabilities, and certain off-balance-sheet items as calculated under regutatory
accounting practices. The subsidiary banks' capital amounts and classification are also subject to qualitative judgments by the
regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the subsidiary banks to maintain minimum
amounts and ratios of total and Tier | capital to risk-weighted assets, and of Tier I capital to average assets (as defined in the
regulations). Management believes, as of December 31, 2006, that all of its bank subsidiaries meet the capital adequacy requirements
to which they are subject. ‘

As of December 31, 2006, the Corporation's five significant subsidiaries, Fulton Bank, The Columbia Bank, Lafayette Ambassador
Bank, The Bank and Resource Bank were well-capitalized under the regulatory framework for prompt corrective action based on their
capital ratio calculations. As of December 31, 2005, the Corporation’s four mgmﬁcant subsidiaries, Fulton Bank, Lafayette
Ambassador Bank, The Bank and Resource Bank were also well-capitalized. To be categorized as well-capitalized, these banks must
maintain minimum total risk-based, Tier I risk-based, and Tier I leverage ratios as set forth in the following table. There are no
conditions or events since December 31, 2006 that management believes have changed the institutions' categories.
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The following tables present the total risk-based; Tier I risk-based-and Tier 1 leverage requirements for the Corporation and its

significant subsidiaries with total assets in excess of $1.0 billion. : .
For Capital . _
Actual Adequacy Purposes Well-Capitalized
As of December 31,2006 o Amount - Ratio .. Amount Ratio Amount Ratio
(dollars in thousands) ‘ '
Total Capital (to Risk-Weighted Assets): ) -
COrporation ...........cceoemrmnreiniesinseernesesncanns $ 1.287,443 11.7% 3 880,074 8.0% $1,100,093 10.0%
Fulton Bank..........cccoccoeimimmnnnnninie e 496,555 11.2 356,238 8.0 445,297 10.0
The Columbia Bank .....cccceviciiciniiincinnnnns 147,565 119 99272 8.0 124,090 10.0
The Bank............coooveermreeeerieeeee e o 119,237 11.4 83,679 8.0 104,599 10.0
Lafayette Ambassador Bank ............c......... 107,102 10.7 80,069 8.0 100,086 10.0
Resource Bank .......ccocoooecinnnnnecnieenne, . 107459 1.2 - 76,921 8.0 96,151 10.0
Tier [ Capital (to Risk-Weighted Assets): )
COTPOTALION ..ot $ 1,083,953 9.9% $ 440,037 4.0% $ 660,056 6.0%
Fulton Bank...........cccoeev.... e 401,584 9.0 178,119 4.0 267,178 6.0
The Columbia BanK ..., 134,167 10.8 49,636 4.0 74,454 6.0 i
THE BANK ..o e . 96,821 9.3 - 41,840 . 4.0 - 62,759 60 : ~
Lafayette Ambassador Bank ...................... . 90,332 9.0 40,035 4.0 60,052 6.0
Resource Bank .........coooovvvveininvvvivsierinana. 89,215 9.3 38,460 4.0 57,691 6.0
Tier [ Capital (to Average Assets): ' . ' . , -
COrporation ......ueeeeeeeeeceeeearevrie s sesreens $ 1,083,953 7.7% § 425,125 3.0% § 708,541 5.0%
Fulton Bank........coceimvninciine 401,584 7.1 168,974 3.0 281,624 50
The Columbia Bank ...ccccooveeeeivccieniee 134,167 9.2 43,573 3.0 72,622 5.0
The BafK....oococoovvereerescoiverergecicoineeeeces . 96821 15 38821 3.0 64,701 , . 5.0
Lafayette Ambassador Bank ....................... C 90,332 70 38942 . 3.0 . 64,904 50
Resource Bank .......ccccoiurnnvnnnns fegeenieenesann .. 89,215 7.0 38,209 3o . 63,681 5.0
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' T T I R VR IR PR LI SR TAR LTI 2400
For Capital
o Tt e Actual Adequacy Purposes Well-Capitalized
As 0f December 31, 2005 _ o . ;f,‘l':\_ Amount Ratio Amount Ratio Amount Ratio
(dol]ars in thousands) )

Total Capital (to Rlsk-Welghted Assets): Ttk
COPOTALION = evoovevrsesd e vesanensaecrerees f....’.. $1 102 ,891- 12.1% $ 730,115 8.0% $912,644 10.0%
Fulton BanK..i.c.oovveivnninerecne i 409 653 L1+ 295,353 g0 369,191 10.0
Lafayette Ambassador Bank ....................... U 102,007 - 116 ~»i~rf’~»'=70,5'39 80 " 88,173 100
The Bank‘ .................... .. 101,532 - 11.0-- --73,965 +' 801 92,45‘6I 10.0
Resource Bank... - '. 105,343 119 70,786 8.0 88,482 10.0

TlerlCapltal (to Risk- Wexghted Assets) A o : WA
Corporation ... eereneeenenens + % 910,044 10.0% $ 365,057 40% § 547,586 6.0%

« ' Fulton Bank.:: .............. TP E R U A o 1323466, 8.84n o 147:676 ' 4.0~ 221,515 .60 -
Lafayette Ambassador Bank .........ccooeeiivnennn, 85,331 9.7 35,269 40 v 52,904 6.0 -
The Bank .........occoveeeiiereinreerrineereerene i 80,820 87 36,983 4.0 55,474 6.0
Resource Bank ...l Tonnnnncinisnenss 86,825 9.8 35,393 4.0 53,089 6.0

Tier I Capital (io Average Assets):

L I $ 910,044 7.7% $ 355,090 3.0% '$591,817° 5.0%
Fulton Bank, RN 323466 1.1 137,077 " 3.00 . 228,462 5.0
Lafayette Ambassador Bank : 85331 .« e ’36,492t . 3.0 160,821 5.0
The Bank ... wree s . 80,820 - 7.0 - ¥ 34,606 7 3.0--° " 57.676 5.0
Resource Bank ............... f.."..-. ............................ 86,825 7.9. 33,116 % 3.0 -"- 55194 5.0
v I S L R I ot
NOTEK - INCOME TAXES *7° G e M
. [N T ' %
The components of the provision for income taxes are as follows Corvire tra m
R . T SRR S g LA
Iy . . ut o7 S UYear ended December 31 <
. R e 2006 2005 2004 -
ST L . - <+ "' (in thousands)''!
Current tax expense: ,
Federal .. ... $ 85010 $ 69,611 -3 63,440
State....oooooeoeoecceees ittt 1,191 760 a7 :
- 86,201 70371~ - - 63,857 .
Déferred tax (beriefit) expense (5,779 1 1990 - 816
. 'S 80,4227 % 71,361 $' 64,673 ,
T K ‘. . Y 1 A8 N T \ DI N
oo T S "
! Aty Va0t '
L . A At ' Towien e Wi L' ol ST -
©ar . L oo IR 4 T U LUV § P S i '
T B t g T gty w b, un oL - U I T i
Ve ! TS ’ "t LU IO LI - ! i
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The differences between the effective income tax rate and the Federal statutory income tax rate are as follows:

- o I Year ended December 31
T T T T T LT 2006 : 2005 L2004,
o r ot .
Statutory tax rate .. 35.0% . - 350% .. . 35.0%,.,
Effect of tax- exempt IMCOME wvvvvrisisvsvisiriiasnnnneimnialni  (3) 2.8) _ (_2 N
Effect of low income housing investments.......... ST ¢ %) T ¢ § E ¥ D
State income taxes, net of Federal benefit....,............... 0.3 S22, L 0
. Bank-owned life insurance...............oo....., vegenenenaniaes oo 04 03y (03, 1.,
Other....ooveviiiicee RO R A A (0.1) 0.y 0.4 .. )
- Effective income tax rate..........ccoccemrievivieeeceecceesreceiens 302%  301% . . . 302% ..
. N P e
The net deferred tax asset recorded by the Corporatlon is mcludedlm othcr assets and con51sts of the followmg tax effects of
temporary differences-at December 31: R . ! . o ' R (R
: - ' oo : . e a by
v ! . ‘ .. L2206 . 2005 .-,y
' ..(in thousands). .,
Deferred tax assets: - : ot . e o . _ e
Allowance for loan losses............... A e 3 37,409 % 32496,
Unrealized holding losses on secunnes avallable for sale oty 14,4320 521,592 0 L
Loss and credit carryforwards : s - ., 15111 . 9,217
Deferred compensation...............c.c...... 8,954 . . 7234 .
~ Post-retirement and defined benefit plans 5,370 621
LIH INVESINEIES ....ooecervi e rs et et enes e venesssssenssssaresasasens 3,644 3,318
Other accrued expenses.......oevecenecevnsiirenns 2504 2412, .
" Stock-based cOMPENSation ...............o...o..om..r — v 1,930 0 T ige7 T
Derivative financial instruments.........ccvviieececece i, © -+ 1,368 ., - 1,177 o
Premises and equipment................... 1,059 '
Other than temporary 1mpalmlent of mvestments ............................. 568 1,400
Other... g 175 129
Total gross. g defem:d tax assets : 89,114 81,463
Deferred tax labilities: Co . _ ‘ ‘ Ce
Intangible assets .............ccciiieee e teeaeeaaeeteaeraespestesteattabeste ez enneanaan . 10,368 6,847
Direct leasing................... eeees ereeterserarareea e et e e e e s e e e aaan 5,007 9,357
Mortgage servicing rights......... : TPV S o 2,315 L 2,653
Acquisition premlums/dlscounts e e 983 1,832
Premises and equlpment...................... 747
OHREE. o st e 2,700 2,997
Total gross deferred tax Liabilities ...................cooomrrereveemrererrrrrnnen. 21,373 24,433
Net deferred tax asset before valuation allowance ...............ocveueee 67,741 57,030
Valuation allowance.............oooeiiiieciiece v (11,087 (9,193)
Net deferred tax 885l ........coovrmemvvvcrrereeicenine s $ 56,654 3 47837

The valuation allowance relates to state net operating loss carryforwards for which realizability is uncertain. At December 31, 2006
and 2005, the Corporation had state net operating loss carryforwards of approximately $195.0 million and $160.0 million, which are |
available to offset future state taxable income, and expire at various dates through 2026. In assessing the realizability of deferred
assets, management considers whether it 15 more likely than not that some portion or all of the deferred tax assets will not be reatized.
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Ttie ultimate realization of deferred'tax assets is'dependent upon the generation of fiitute taxable- ifcome’ ‘during periodstin: which
those temporary differences become deductible. Management considers the scheduled reversal of deferreditax liabilitiés, projected
future taxable income and tax planning strategies in making this assessment. Based on the level of historical taxable income and
projections for future taxable income ‘over'thé periods in‘which the deferred tax: asséts are deductible; inanageinent believes-it is more
likely than not that the Corporation wnll realize the benefits of these deferred tax assets, net of the valuation allowance at December
31, 2006. N R ‘

e LTI B
_____ L e o e

NOTE L~ EMPLOYEE BENEFIT PLANS . N

oo

. .. -
B A B ) A ' o, s R ““_“‘ .

Profit Sharing Plan — A noncontrlbutory defined contribution plan «wheré employer contributions are based on a formula providing
for an amount not 1o exceed 15% of each eligible employee’s annual salary (10% for employees hired subsequent to January I, 1996).
Participants are 100% vested in balances after five years of éligible service. Beginning in 2007, employer contributions will vest over
afi ive-ycar graded vesting schedule. In addition, the profit sharing plan includes a 401(k) feature which allows employees to defer a
portion-of their pre-tax salary.on an annual ba51s with no employer match. Contributions under this feature are 100% vested. . ¢
Defined Benefit Pension Plans and 401 (k) Plans — Contributions to the Corporation’s defined beneﬁ,t pension plan (Pensi,on P}an);are
actuarially-determined and funded annually. Pension Plan assets are invested in money markets, fixed income securities,, including
corporate bonds, U.S. Treasury securities and common trust funds, and equity securities, including common stocks and common stock
mutual.funds. The Pension-Plan has been closed to new participants, but existing participants continue, to.accrue bcneﬁts according to
the terms of the plan. -~ . W @, . S R A T
Employees covered under the Pension Plan are also eligible to participate in the Fulton Financial Affiliates 401(k) Savings. Pian,
which allows employees to defer a portion of their-prestax salary on an: -annual basis: At its discretion, the Corporation-may. also make
a matching contribution up to 3%. Pamc1pants are 100% vested in the Corporation’ s‘matchmg contributions,after three years of
eligible service, y .

Post-retirement Benefits — The Corporat‘ion currently provides medical benefits and a death benefit to certain retired full- time
employees who were employces of the Corporation. prior to Januvary 1, 1998, Certain full-time employees may become eligible for
these dlscrctlonary benefits if they reach rellrement‘age while workmg for the Corporatlon Benefits are based on a graduated scale
for years of service after attaining the age of 40.

L Rt P TR Y S Y

g +

The following summanzes ‘the Corporat:ons expense under the Prof' t Sharing, Pensmn and 40l(k) plans for the years ended

December 31: A e . |

2006 - 2005 2004
(in thousands)

Profit Sharing PIan...........oocooceroorreoreses s S 8427 § 7801 § 8251

Pension Plan........oooiicnicee e, 2,467 3,468 © 3,072
40T PlaN.c et 1,892 1,376 967

$ 12,786 3 12,645 § 12,290

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 158, “Employers” Accounting for Defined
Pension and Other Postretirement Plans” (Statement 158). Statement 158 requires employers to recognize the overfunded or
underfunded status of defined benefit pension plans and post-retirement benefits as an asset or liability in its balance sheet and to
recognize changes in that funded status in the year in which changes occur through other comprehensive income, in addition to
expanded disclosure requirements. The standard requires employers to measure defined benefit plan assets and obligations as of the
date of the employer’s fiscal year-end balance sheet, for fiscal years after December 15, 2008, or December 31, 2008 for the
Corporation. All other requirements of the standard were effective as of December 31, 2006 for the Corporation. The Corporation

'

61




Fulton Financial Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

adopted Statement 158 on a prospccnve basis, resulting in a reclassd'lcatlon of the Corporation’s Pension Plan .and Post-retirement
Benef' ts liabilities as of December 31, 2006. : L

1

The followmg table summarizes the impact of Statement 158 on the Corporatlon S consohdated balance sheets as of December 31,

2006: S : C . . .
Statement 158 Adjustments
Increase/(Decrease)
‘ After
Before y - Post= .~ Application of -~
Application of Pension retirement Statement 158 :
Statement 158 ~ Plan - Benefits {As Reported)
_—_ : * *(in thousands) '
*Other assets............. oo I e $ 226337 - S (2,040) S (259F $ - 224,038
Total assets'.......oocverreiivesceneennns el reeeedrianen " 14,921,263 S (2,040) : (259) 14,918,964
- Other liabilities ......ccccoivveveniienciciine, 117,306 7,239 v (738) - 123,805 '
. Total liabilities ................... e e reresneiesnnns 13,396,155 t 7,239 (738) 13,402,654 -
Accumulated other-comprehensive loss, net of tax ... ! (30,292) 0 (9,279) "480 - (39,091)

Total shareholders’ equity .......cocoovieiieniesecincnnnnn. 1,525,109 (9,279) 480 - 1,516,310

Pension Plan ‘
The net periodic pension cost for the Corporation's Pension Plan as determmed by consultmg actuaries, consisted of the foliowing
components for the years endéd December31: '

2006 2005 2004
(in thousands)
Service cost............ : .............................. . $° 2431 § 2,486 - § 2,307
1G] L] R vl o 1) ST AU © 3,457 3,370 3,102
Expected returm on assets..............ccoovvvevreerenverevennsnen: (4,227) {3,273 - (3,001)
Net amortization and deferral 806 883 664
f Net periodic PENSION COSt. .. ... mmrreeeeeeersssreeereseers $ 2467 $ ° 3468 § 3,072
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The measurement date” for the'Pension Plan is September 30. The following table summarizes the changes in the projected benefit
obligation and fair vaiue of plan assets for the mdlcated penods

e L. .o . Plan Year Ended
' ‘ L <~ September30 .
' e C e T 120060 - - 2005
' o © , a "~ 7 (inthousands)

I * Projected benefit'obligation, beginning........ ottt 0 63,640 §. 59,265

o SEIVICR COSt errrrrsriorrorrsoeerssseressoees e ettt 2431 2,486 "'
EITETESE COBL comnveeeeeeeeeeeeeee e svse s snsss st ressabasssssssasssssienneeiionisee o U0 3,487 3,370
Benefit payments............. e eerereteeneereeeiErnteerraetetesrnseeianeseeetneeieareesieisriaies (2,935) (1,673)
Actuarial {gain) 1058 ..o g (1,039) . ... 959
EXPETIence ZaiN .....coccoiviniinniiiii e e eeme st . (360) (767)
Projected benefit obllgatlon endmg...:.'...::;.'.: ........................................ $ 65194 3 . 63,640
Fair value of plan assets, DEginning ... $ 53457 541,468
Employer contributions ‘ . . 4,051 10,652
Actual return on assets ....... eeeeeereerer e i e entetr i ntareneneeeeeeenaernteeiinnes ) 3,033 3,010
Bepeﬁt paymenis................ et s eersensin s (2,935) (1,673) '
o Falr value of plan assets; endmg evevevieneeienmsens i : '$ 57606 © $ 53457 !
The funded status of the Pension Plan and the amounis’ included in the ‘consolidated balance sheets as of December 31 follows:
| e 2006 2005
. o (in thousands)
Projected benefit ObZALION. ........vcersrrssrrrriersessssiscivisreiinre. § (65,194)  § (63,640)
Fair value of plan assets ... el i 57,606 53,457
FUNAA SEALUS ...evveveeeeeeeeeerererevssssssssss e sssssssssssissssssagen e roreree " (7,588) (10,183)
Unrecognized net transition asset (1) '_ ........... DS SR eeeeens (26) (38)
Unrecognized prior service cost (1) ....... e rr e arer e et enres et s 61 72 s
Unrecognized net loss (1)......ccc.oee. e reeberre et eb e s se s ean st eanenet e e st aeehs 14,242 15,254
Funded status, less unrecognized pension COStS .......ccvvverireecerecncnnnes 5 6,689 § 5,105
Pension (liability) asset recognized inthe . ",+" .. v S o ‘ Co
consolidated balance SheetS. ... ivevveicirnirirr e e b (7.588) § 5,105
[ Lo v
Accurnulated benefit OblIZALON .............cccveemvrevrsscscccerecsrccrmemmnne:. $ 50,827 § 50,434
{1} Asrequired by Statement 158, these amounts were recognized though a charge to other comprehensive loss, net of tax, as of December 31,.2006. ,

The total amount of unrecognized net loss, net transmon asset and prior service cost that will be amomzed as components of net
periodic pensmn cost in 2007 is expected o be $702 000, $13 000 and $9,000, respectlvely

PR T
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The following rates were used to calculate net periodic pension cost and the present value, of benefit obligations:

. . L.
o, 4, ‘.

L - 2006 2005 2004
Discount rate-projected benefit obligation ................... 5.75% 5.50% 5.75%
Rate of increase in compensation level ..........cc.c......... 4.50 4.00 4.50
Expected long-termn rate of return on plan assets ......... 8.00 8.00 8.00

The 5.75% discount rate used to calculate the present value of benefit obligations is determined. using published long-term AA
corporate bond rates as of the measurement date, rounded to the nearest 0.25%. The 8.0% long-term rate of return on plan assets used
to calculate the net'periodic pension'cost is based on historical returns. The expected long-term return is considered to be appropriate

based on the asset rhix and the historical returns realized.. -
L] IR

«? . . . . o
The following table summarizes the welghted average asset ailocatlons as of September 30 ot .
- rf . : ‘
o . 2006 2005
Cash and equwalems....'..-. ..... ST O OTO OO 9% T T 17.0% '
Equity securmes..‘. ......................................................... 5.0, . 4&.0 .
X ‘

leed income securmes....................................'Z..f....l:..'.' C400
: 100.0% - 100.0% -

¥

. TS . SV o . . . T T T .
Equity securities consist-mainly-of equity common tnist and mutual funds. Fixed incoime sécurities consist mainly of fixed income
common trust funds. Pension Plan assets are invested with a balanced growth objective, with target asset allocations between 40 and
70 percent for equity securities and 30 to 60 percent for fixed income securities. The Corporation expects to contribute $2.0 million to
the Pension Plan in 2007.  Estimated future benefit payments are as follows.(in thousands):

I TR [ R
B TV Year
P e 12007 $ 1,555
- oA - 2008 1,639 oL , )
> _ 2009, L9 ' , .
Lt T 2010............. 1,984 .
' o CU2001 el T 2,148
T L. 2002 -20106..... .. 16,126 T . e L
a 0§ 25231 Wt . et
Post-retirement Benefits PR CLETT e gt '
The components of the expense for post-reurement beneﬁts other than pensions are as follows PR
" o w06 2005 2004
o SR L. .. (inthoiusands)
Service cost'.... e e e 0 367§ 0406 0§ 364
Interest cost : 498 524 474
" " . Expected returi on plan asséts Ll U@ sy 73
Net amortization and deferral ......... . e U 26) T @28y T (230)
Net post-retirement benefit cost .... ......... e reeneen $ 635 3§ 699 § 606 '
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The following table summanzes the changes inthe accumulated post retlrement beneﬁt obllganon and fair value of plan assets for the

yéars ended December K] HEEE : . DRI .
AR oo e 2006 2005 ° '
(in thousands)
- —— e : ! v " 4»? . - ‘l.' N [ _—' ! I-. L
Accumulated post- retlrement benefit obllgatlcm beginning .......oooveeeee $ 10849 % 8,929
e Service cost ........... Sevavereresrrsenssrsnerasesanenstoereistssneeses R T 367 - - 406,
" Imteréstcost'.il.... A AU NI ‘498 - " 524
»"" Benefit payments . I : (350) (359) -
Change due t0 Change in EXPEMENCE .......evverveerrsrcreeerseasiensonsraress! n (1,557 419
Change due to change in assumptlons .................................................... (264) 930
‘ Tt : : 1. T B : R
Accumulated post -retirement benef‘ t obl:gatlon ending ......cooveeiinnns $ 9543 § 10,849
Falr value of plan assets, begmmng ....................................................... $ 146 3§ 150
Employer contributions ............ocooo o ' 340 350
Actual réRIm on assets ..........0ocuevenns et rasned feevnnniren - g 5
Benefit payments .............. e b esrir st e b et e a et e e e sr e r e be e eened eererennnen . -(350) - (359)
[ . . K A L C e l
Fair value of plan a55etS, eNAINE 1.1 evrrererreerirrrreseeresreseerennenresesinsrsisesnces 9 143 § 146

-t

The funded status of the plan-and the-amounts included in other liabilities as of December 31 follows:.

o ' Lo . ‘ . ’ ! Aot e o oo . d
4 il [ PO ] . . "' P 2006 ' 2005 |
vl i ;v « s+ 4 -+ (inthousands} . -, .o
- * +. . Accumulated post-retirement benefit obligation .....x o8 0 (9,543) $ (10,849
o Fair value'of plan assets ot i ot 143 - 0 - 1460
Funded status..:.......: ............... ST S U POY YOO S (9,400) (10,703) v
" ..f ' .. Unrecognlzed prlor servnce cost (l) ‘ e ‘ (2200 ,' t4_53). "
Unrecognized net (gam) loss (1), - C(512) + 1,311 ‘
Funded status, less unrecogmzed
post-retirement costs............ e rrernrees et areennens eemeneberiens $,, (10,138) . 3% . (9,845 "
Post-retirement benefit liability recogmzed in the
consolldated balance ShEetS oo B 9,400 § (9,845

(1) As requlred by Statement 158, thes¢ amounts were recognizcd though a charge to other comprehensive loss, net of tax, as of December 31, 2006.
e L 1 . ‘ (N

The total amount of unrecognized prior service cost that will be amortized as a component of net post-retirement benefit cost in 2007
is expected to be $226,000. There is no expected accretlon of unrecogmzed net gain in 2007

For measuring the post-retirement benefit obligation, the annual incredse in the per capita cost of health care benefits was assumed to
be 8.5% in year one, declining to an ultimate rate of 4:5% by year eight. This health care cost trend rate has a significant impact on the
amounts reported. Assuming a 1.0% increase in the ‘health care cost trend rate above the assumed annual increase, the accumulated
post-retirement benefit obligation would increase by approximately'$1.1 million and the current period expensé would increase by
approximately $l23,000. Conversely;'a'1% decrease in the health care cost trend rate.would decfease the accumulated post-retirement
benefit obligation by approximately $920,000 and the current period expense by approximately $101,000.
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The discount rate used in determining the accumulated: post-retirement benefit obligation, which is determined using published long-
term AA corporate bond rates as of the measurement date, rounded to the nearest 0.25%, was 5.75% at December-31, 2006 and 5.50%
at December 31, 2005. The expected long-term rate of return on plan assets was 3.00% at December 31, 2006 and 2005.

|

NOTEM - STOCK BASED COM PENSATION PLANS AND SHAREHOLDERS' EQUITY

R | BRI A | ' . A

Statement 123R requires that the fair value of equ1ty awards to employees be recognlzed as compensation expense over the period
during which an employee is required to provide service in exchange for such award. The Corporatlon s equity awards consist of
stock options and restricted stock granted under its Stock Optlon and Compensation Plans (Option Plans) and, shares purchased by
employees under its Employee Stock Burchase Plan (ESPP) _ o G

The following tab]e presents compensanon expense and related tax beneﬁts for equny awards recogmzed in the consolldated income

statements: - ST . NI IR - S
: i ‘ 2006 2005 2004
' "' (in thousands) o
o G . . . - L. i .- R
Compensation eXpense..........coeeeveeeenes eeeeees s $ 1,687 § 1,041 $ 3900
Tax benefit .......... el terseeseneens eeeerreeisirereaaaeeeeernreeeareensaans e (274 (32D + (591)
Net income effect ............... epeen ek § 1413 S8 720 $ 3,309

i N . . . ' = -

a R4

The tax benefit shown in the preceding table is less than the benefit that would be calculated using the Corporation’s 35% statutory
Federal tax rate. Under Statement 123R, tax benefits are only récognized over the vesting period for options that ordiriarily will result
in a tax deduction when exercised (non qualified stock options). The Corporation granied 265,000, 440,000 and 607,600 non-
qualified stock options in 2006, 2005 and 2004, respectively. Compensation expense and tax benefits for restricted stock awards for
the year ended December 31, 2005, included in the preceding table, were $270,000 and $94,000, respectively.

Under the Option Plans, stock options:are granted to key employees for terms of.up to ten years at option.prices equal to the fair
market value of thé Corporation's stock on the date of grant. Options are typically granted annually on July 1° and, prior to the July 1,
2005 grant, had been 100% vested immediately upon grant. Beginning with the July 1, 2005 grant, a three-year cliff-vesting feature
was added and, as a result, compensation expense associated with these grants will be recognized over the three-year vesting period.
Certain events as defined in the Option Plans result in the acceleration of the vesting of both stock optlons and restncted stock. As of
December 31, 2006, thie Option Plans.had 14.9 million shares reserved for future grants through 201 3

The following table provides mformatlon about options outstanding for the year ended December 31, 2006 ‘

, L Welghted oo
P - - Average - Aggregate
, . Weighted Rer_nalqmg_ . [Intrinsic
' "Stock  * Average  Contractual Value
. . e Options,  Exercise Price | Term {in millions)
e e e
Cutstanding at December 31, 2005.... 7,111,591 $11.86
Granted ......ooioveieieeenes seiersenens . 837,250 Lo 1589 ooy -, -
T Exercised ..oocovircrstovemvmnrenroenene (1,146,683 0 TS0 e e, Ty
.+ . - ~Assumed from Columbia Bancorp..., -1,263,197".. . 1016 ., ~ .. . :
. ,Forfeited ...................... feeenreriizeeenes _5'7(68,579) o, 1579 ., . T
Outstanding at Decemher31 2006... 7,996,776 .. $12.65 - . 60years w0 8324 7 s soa
[ ' to, ! . A STy dpT [ \
Exercisable at December 31, 2006 ... 5,887,243 $11.22 4.9 years $32.3
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The fo}lowmg table prowdes information about nonvcstcd options and restricted stock for the year ended December 31, 2006:

e . ] . . e

Stock Options " - Restricted Stock
Weighted . Weighted
Average ' " Average
Grant Date Grant Date
- Qptions Fair Value Shares Fair Value
Nonvested at December 31,2005 ... 1,147,175 = $2.40 15,750 81712
Granted..........cooooremmrirsvermrimcoge 837,250 239 . - S
Assumed from Columbia Bancorp 195,278 2.65 et - "
VEStEd.umvvonrerereree e cesees e neon (8,653) 2.41 (15,750) 1712,
Forfeited........... SO (61,517) 244, - - W
Nonvested at December 31,2006 ...... 2,109,533 . . $24l, . .. - - & -

As of December'31, 2006, there was $3.2 million of total unrecognized compensation cost related to nonvested stock options that will
be recognized as compensation expense over a weighted average period of 2.2 years. ' .o )

The following table presents information about options exercised:

' - R . . . . Fl
. o L 3 LN ] . 1 . .

T : T T - 2006 L2005 .- L2004 o v
' ; Sl *« .~ + (dollars in thousands)
Number of optlons exercised........... [ 1,146,683 1,104,305 -1,458212 . !
Total intrinsic value of options exercised....... e 5 10,726 5 . 10,675 % 13,577
Cash received from options exercised.........cccococ.c...... $ 6,813 3 6,774 $ 6,341 :
Tax deduction realized from options exercised .......... $ 8 247 $ 7, 049 5 6,936 '

Upon exercise, the Corporatton issues shares: from its authonzed but umssued -common stock to sattsfy the opttons

The fair value of option awards -under the Option Plans' is-estimated on the’ date of grant usmg the” Black Scholes valuatnon
methodology, whtch is dependent upon certain‘assumptions, as summanzcd in the following table:’

1
. 't ‘ ¥ . . v . . + - L .

2006 2005 2004

'

Risk-free interest rate.............. e e es 5.12% 3.76% 4.22%
Volatility of Corporation’s stock .....c....ocvcvifne. 1482 1617 - 1812
‘Expected dividend yield........0.0 ..o, k) I 323 ¢ 3220

Expected life of options ...l et T T Years 6 Years 7 Years ‘

The expected life of the options was estimated based on historical employee behavior and represents the period of time that options
granted are expected to be outstanding. Volatility of the Corporation’s stock was based on historical volatility for the period
commensurate with the expected life of the options, The risk-free interest rate is the U.S. Treasury rate commensurate with the
expected life of the options on the date of the grant.

Based on the assumptions used in the model, the Corporation calculated an estimated fair value per option of $2.39, $§2.40 and $2.65
for options granted in 2006, 2005 and 2004 respectively. Approximately 837,000, 1.2 million and 1.4 million options were granted in
2006, 2005 and 2004, respectively.
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Under the ESPP, eligible employees can purchase stock of the Corporation at 85% of the fair market value of:the stock on the date of
purchase. The ESPP is considered to be a compensatory plan under Statement 123R and, as such, compensation expense is recognized

for the 15% dtscount on shares purchased. ..

The following table summarizes activity under the ESPP for the indicated periods.

. 2006 2005 2004
ESPP shares purchased ......................................................... . . 163,583 137,493 | 110,662
Average purchase price per share (85% of market value) _ 13.81 $ 1411 § 1386
Compensatton expense recognized (in thousands)............. $ 399 § 341§ C271

e [N

- LI

Shareholder Rights °
On June 20, 1989, the Board of Directors of the Corporatton declared a dividend of one’ common share purchase rtght {(Original
Rights} for each outstanding share of common stock, par value $2.50 per share, of the Corporation. The dividend was paid to the
shareholders of record as of the close of business on July 6, 1989. On April 27, 1999, the Board of Directors approved an amendment
to the Original Rights and the rights agreement. The significant térms of the amendmerit included extending the expiration date-from
June 20, 1999 to April 27, 2009 and resetting the purchase price to $90.00 per'share. As of December 31, 2006, the. purchase price
had adjusted to $41.03 per share as a result of stock dividends.

- ! 1
it Y,oas . PR 4

The Rights are not exercisable or transferable apart from the common stock prior to distribution. Distribution of the Rights will occur
ten business days following (1) a public announcement that a person or group of persons (Acquirinig Person) has acquired or obtained
the right to acquire beneficial ownership of 20% or more of the outstanding shares of common stock {the Stock Acquisition Date) or
(2) the commencement of a tender offer or exchange offer that would result in a person or group beneficially owning 25% or more of
such outstanding shares of common stock. The Rights are redeemable in full, but not in part, by the Corporation at any time until ten
business days following the Stock Acquisition Date, at a price of $0.01 perRight..-. - .+ - , L
Treasury Stock . ‘ ‘ PR T B T NPT

The Corporation periodically repurchases shares of its common stock under repurchase plans approved by the Board of Directors.

These repurchases have historically been through-open market transactions and have complied with.all-regulatory restrictions on-the
timing and amount of such repurchases. Shares may also be repurchased through an “Accelerated Share Repurchase” Program (ASR),
which allows shares to be purchased immediately from an investment bank. The investment bank, in turn, repurchases shares on the
open market over a period that is determined by the average daily trading volume of the Corporation’s shares,.among other factors.

Shares repurchased have been added to treasury stock and are accounted for at cost. These shares are periodically reissued for various
‘corporate needs. . C '

Total treasury stock purchases were approximately 1.1 million shares in 2006, 5.3 million shares in, 2005 and 4.9 million shares in
2004. Included in these amounts are shares purchased under ASR’s, totaling 45 million in 2005 and 1.3 m11]|0n in 2004. As of
December 31, 2006, the Corporation has a stock repurchase plan in place for 2,1 million shares through .lune 30, 2007. Through
December 31, 2006, 1.1 million shares had been repurchased under this plan. .

* . . L. . f-. P i
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NOTE N - LEASES SEELEES T ‘ : R s . C . B
Certain branch offices and equipment are leased under agreements that expire at varying dates-through 2035, Most leases contain
renewal provisions at the Corporation's option. Total rental expense was approximately $16.9 million in 2006, $12.1 million in 2005
and $9.4 mtllion in 2004. Future minimum payments as of December 31, 2006 under non-cancelable operating leases with initial

terms exceeding one year are as follows {in thousands):

- ceen oo . Year P o <
o 2007, s 11,813

- i L .. 2008... 97745, , - ;
. C 2009 . 7,967 |
. : ho 2000 7,056 ;

. : , p11] 1 F 6,269 . 1 ,

' Thereafter....... 44,000 oo
$ 86,879 .
4
NOTE O - COMMITMENTS AND CONTINGENCIES R
- o . [ I

The Corporation is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the ﬁnanci}lg

needs of its customers. These financial instruments include commitments to extend credit and standby letters of credit, which involve,
to varying degrees, elements of credit and interest rate risk that aré not'recognized in the consolidated balance sheets. ‘
Commitments to extend credit are*agreements to lend to a customer as long as there is no violation of any condition established in the
contract. Commitments generally have fixed explranon dates or other termination clauses and may require payment of a fee. Since a
portion of the commitments is expected to expire without being-drawn upon, the total. commitment amounts do not necessarily
represent future cash requirements. The Corporation evaluates each customer's creditworthiness on a case-by-case basis. The amount
of collateral obtained upon extension of credit is based' on management's credit evaluation of the customer. Collateral held varies but
may include accounts receivable, mvemory, property, plam and equnpmem and income producmg commcrc:al properties.

Standby letters of credit are condntlonal commitments issued to guarantee the f' nancral or performance obligation of a customer to a
third party. The credit risk involved in issuing letters of credit is essentially the same as that involved'in extending loan facilities to
customers. The Corporation underwrites these obligations using the same criteria as its commercial lending underwriting. The
Corporation’s maximum exposure to.loss for standby. letters of credit is equal to the-contractual, (or notional} amount of the
instruments. ’ . S - .

v, ta et
¢ O ' R

The following table presents the Corporation’s commitments to extend credit and letters of credit:

- . . R

.

. 2006 2005

i N e o (in thousands)

Commercial mortgage, construction and land development S 571,499 B 829,769

\ Home equity................. S . 674,089 . 494872
Credit card.......... i oo v SRR S .367, 406 382415 )

Commercial and Oher ........c.c.oveieeee e verses e esisieaas 2,702,516 2,028,997

Total commitments to extend credit.........oocovvvreriecccneen. $ 4315510  § 3,736,053

Standby letters of credit ....ooorooerio.... e $ 739,056 $ 599,191

Commercial letters of credit............. ettt bbb e ans . 34,193 7 23,037

Total letters of credit ..ot et 3 773,249 8 622,228
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From time to time, the Corporation and its subSIdlary banks may be defendants in legal proceedmgs relating to the-conduct of their
business. Most of such legal proceedings ar¢ a normal part of the banking business and, in management's opinion, the financial
position and results of operations and cash flows of the Corporation- would not be affected materially by the outcome of such legal

proceedings. . _ Co A . : L } _ :

) . . .
. . . 1

NOTE P — FAIR VALUE OF FINANCIAL INSTRUMENTS

The following are the estimated fair values of the Corporation's financial instruments as of December 31, 2006 and 2005, followed by

a general description of the methods and assumptioris used to estimate such fair values. These fair values are significantly affected by |

assumptions used, principally the timing of future cash flows and the discount rate. Because assumptions are inherently subjective in
nature, the estimated fair values cannot be substantiated by comparison to independent market quotes and, in many cases, the

estimated fair values could not necessarily be realized in an immediate sale or settlement of the instrument. Further, certain financial |

instruments and all non-financial instruments are -éxcluded, Accordingly, the aggregate fair value amounts presented do not
necessarily represent management's estimation of the underlying value of the Corporation.

2006 2005
Book Estimated : - .,  Estimated S
FINANCIAL ASSETS = 7 7 Value Fair Value Book Value  Fair Value )
: _ - et - ' (in thousands) .- - _ - - . . . \
Cash and due from banks .............. v $ -,355018 $ 355,018, % 368,043 § ‘368,043'
Interest-bearing deposits :
. with other banks ......coccevvviininnns 21,529 . 27,529 - 31,404 - 31,404
.Federal funds sold : ; ", 659 . 659 , . 528 328
Loans held for sale 239.042.  ..242411. .. - 243378 - 245,946
Securities held to maturity (1) ............. . - 12,524 12,534 . 13258 . 18,317 . -
Securities available for sale (1) ........... . 2,865,714 2,865,714 ' 2,543,887 ., 2,543,887 '
Net loans....... v bnesionns . 10,374,323 10,201,158 8424728 . 8,322,514
Accrued interest receivable ................. ' 71,825 71,825 53,261 53,261
FINANCIAL LIABILITIES - . = .. . - o .,

' Demand and savings deposits........... $ 5,802,422 $ 5,802,422 -§ 5435119 § 5435119 ‘ '
Time deposits. ..o vveeverervrisinrnnrenreeon, 4,430,047 4,413,104 3,369,720 3,346,911 o
Short-term borrowings.......ccoevevevncnnne 1,680,840 1,680,840 1,298,962 1,298,962
Accrued interest payable ... et ¢ .61,392 61,392 - 38,604 . 38,604
Other financial liabilities .........oov....... 57,375 57,375 45,676 45,676
Federal Home Loan Bank advances

and fong-term debt.......cooverereene, 1,304,148 1,321,141 860,345 871,429

(1) See Note C, “Investment Sccu_rities". for detail by security type.
N . - * [ g g B! [ . i
For short-term financial_ instruments, defined as those with remaining maturities of 90 days or less, the carrying amount was
considered to be a reasonabke estimate of falr valuc The followmg instruments are predommant]y short-term:

v

4 Assets - " Liabilities
Cash and due from banks Demand and savings deposits
'[nteresf bearing deposits - Short-term borrowings
Federal funds sold - Accrued interest payable
Accrued.interest receivable Other financial habilities

Loans held for sale
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For those components of the above-listed ‘financial instruments with femaining: maturities greater than 90 days, fair valiies weré
determined by discounting contractual cash flows using rates which could be earned for assets with similar-remaining maturities and,
in the case of liabilities, rates at which the liabilities with similar remaining maturities cdultd.-be issued as of the balance sheet date, '

As indicated in Note A, “Summary of Significant Accounting Policies”, securities available for sale are carried at their estimated fair
values. The estimated fair values of securities held to maturity as of December 31, 2006 and 2005 were generally based on quoted
market prices, broker quotes or dealer quotes.

T -
. '
|

For short-term loans and va‘riable rate loans that reprice within 90 days, the carryinig value was codsidered to be a reasonable estimate
of fair value. For other types of loans, fair value was estimated by discounting future' ¢ash flows using the current rates at which
similar loans would be made to borrowers with similar credit ratings and for the same remaining maturities. In addition, for Ioans
secured by real estate, appraisal values for the collateral were considered in the fair value determination?’ 3
oy t s

The fair value of long-term debt was estimated by dtscountmg the remaining contractual cash ﬂows using a rate at which the
Corporation could issue debt with a similar remaining maturity as of the balance sheet date The falr value of commitments to extend
credit and standby letters of credtt is estimated to equal their carrying amounts

-

NOTE Q - MERGERS AND ACQUISITIONS : - < L TN
I -, .

Completed Acquisitions
On February 1, 2006, the Corporatton compléted its acquisition of Columbia Bancorp (Columbla) of Columbra Maryland. Columbia
was a $1.3 billion bank- holding company whose: primary sub51d|ary was The Columbia Bank, which operates 20 full-service
community-banking offices and five retirement commumty off' ices in Fredenck Howard, Montgomery, Prince George’s and
Baltimore. Countles and Baltimore Ctty A I S B v oot ) -
ot i - i vl o L . ekl T
Under the terms of the merger agreement each of the approximately 6.9 million shares of Columbla s common stock was acquired by
the Corporation based on a “cash election merger” structure. Each Columbia shareholder elected to receive 100% of the merger

’

consideration in stock 100% in cash, ora combmatlon of stock. and‘cash oo e b .
B a - ' [ . - " + ! r " ’- T i ' . i
As a'result of Columbla- shareholder elections; approximately 3.5'rnillion of-the Columbia shares outstanding on the acquisition date
were converted into shares of the Corporation’s common stock, based upon a fixed exchange ratio of 2.441 shares of Corporation
stock for each:shdre of Columbia stock. The remaining 3.4 million shares of Columbia stock were purchased for $42.48 per share: In
addition, each' of.the options to acquire'Columbia’s stock. was converted into.options to purchase the Gorporation’s stock or was
settled in cash, based on the election of each option holder and the terms of the merger agreement.. The total purchase price was
approximately $305.8 million, including $154.2 million in stock issued and stock options assumed, $149.4 million of Columbia stock
purchased and options settled for cash and $2.2 million for-other direct acquisition costs. The purchase price for shares issued was
determined based on the value of the Corporatlon s stock on the date when the number of shares to be issued was fixed and
determinable. R . ST . L
v, C ‘
As a result of the acquisition, Columbia was merged into the Corporation and The Columbia Bank became a wholly owned
subsidiary. The acquisition was accounted for using purchase accounting, which requires the allocation of the total purchase price to
the assets acquired and liabilities assumed, based on their respective fair values at the acquisition date, with any remaining purchasé
price being recorded as goodwill. Resulting goodwill balances are then subject to an impairment review on at least an annual basis.
The results of Columbia’s operations are included in the Corporation’s financial :statements prospectively from the February 1, 2006
acquisition date. . .
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The followmg isa summa:y of the purchase price-allocation based on estimated fair, values on the acquisition date (in thousands); 5 .,

i . "J . . B o, - ",":: e
Cash and due from, banks Bvsillivmvsidiitcii i Lt & 0 46,407 R
Other €arning assels ..o s e emenenes 16,854
' [nvestnienit securitiés-available for sale’ (l)‘ 186,034~ - A
* Loans, net'of allowafice ...t o, Ceeemeenrinans b 1‘ 052 684 o s
Premises and eQUIPINENE ........occoovoverveemereeeceenesnsesssssesaessenssnsessniens o S19757 v
Core deposit mtanglble ASSEL.ce e reeesereen e narr et arnen .., 14689 .
, Trade name mtangtble asset.........__....;'; ................ AP T 964_ TR
" GOOAWILl oo e pereres AU i e e e 202 AT,
Other assets................ ereerineen e biiant 0 a205860 0 s we Loy,
Total assets acquired...........ccoounes i e 1,548,400 _
. L ¥ N - o . e " s i . ' L ' P L et 1
DEPOSHS ..o g, 6893677 T
Short-term bOTrowings...................... [T " ld4083 v
Long-term debt ..o 80,136 .
 Other liabilities ..........cco.......... s s et 1 A3 p gL T
Total liabilitics assumed ............................................................ 1,242,650
Net assets acquired ............... S e ererasaens $ 305,750 ' ‘,"1) o _. “. .
. . e e [ f . . e e i i . (144
{1) Amount includes $72.3 million of investment securities which wereé so]d prior to the'date of acqmsmon, but settled after the date'of acqulsmen r
RS B : N SR S S - PR R TR TR

On July 1,.2005, the Corporatlon completed its acqutsmon of SVB Financial Services, Inc. (SVB) SVB was a:$530 million:bank holding
company whose primary subsidiary was Somerset Valley Bank (Somerset Valley) which operates thirteen commumty bankmg ofﬁces in
Somerset, Hunterdon and M1ddlesex Counnes in New Jersey PN . B T o -

. T tor PR PR R I R i T "" L)
The total purchase price was $90 4 mllllon mcludlng $66 6 million in stock lssued and stock ophons assumed,'$22.4 million of SVB stock
purchased and options settled for cash and $1.4 million for other direct acquisition costs. The purchase price for shares issued was
determined based on the value of the Corporation’s stock on the date when the number of shares to be issued was fixed and determinable. -

- ' ¢ R ot e L I T T UL e .

The following table summarizes unaudited pro-forma information assuming.the acquisitions of Columbia'and SVB had occurred on
January 1, 2005. This pro-forma information includes:certain adjustments, including .amortization related to fair+value adjustments

recorded in purchase accountmg (in thousands, except per—share mfon‘nation) O A T A (5 A
. oo e R LRSI
T 2006 Co 0005 e et L e
. LT ) M PN D ! LT L - N - .‘7 1 [ S S FI
Net interest income .......... 3 49] 061 $ 479,398 AR
Other income........oviinns 149,142 150,962 . .
Net incame.....0.......... et 186,319 . - 183,744 A s
Per Share: N . By o -..‘"f, 4 ey i
- Net income (basnc) ........ $ - 107 B U LOST e T T
» Nét income (dlluted)’..'..‘. S 4L06 04 0 v e
. ~ t
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NOTES. TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE R - CONDENSED FINANCIAL INFORMATION - PARENT COMPANY ONLY

CONDENSED BALANCE SHEETS _
(in thousands) e SV Coaa
"December 31 December 31 ' -

v i
- P I I —r e - P . [P

3

.+ 72006 ' 2005 2006 2005
ASSETS Y. . M LIABILITIES AND EQUITY
Cash, securities, ' ‘ _ Line of credit with .
and other assets .....cccevrveeennne, $ 3931 3 8,852 bank subsidiaries................ et 80 775,000 § '61 388 i
Receivable from subsidiaries......... -1,159 ‘10 Revolving line of credit............... 36,318 ‘
Long-term debt .. e 304,242 140, 121
Investment in: Payable to non-bank SubSldlarlCS Tl 41942 43, 674 '
Bank subsidiaries .................... 1,645,889 1,203,927 Other liabilities . 45526 39, 978 "
Non-bank subsidiarics.............. 374359 355343 Total Liabiities............... v, 509,028 285,161
SR Shareholders’ equity.............. w1, 1,516, 310 1,282,971
Total Liabilities and  "v -+ ¢ : i
Total Assets ........ eesreerenrerrernen: $2,025,338 . $1,568,132 . Shareholders’ Equity.............. ‘$2',025,338 '$ 1.568,132
T Tt T .‘.:T;--:.IJ'-‘— T . N - . N v ooa Ty o ! . j\k
CONDENSED STATEMENTS OF INCOME ‘ A
"' Pt . + Year ended December 31~
— :r._:_-j'—:-_- - - 2006 '2005° 2004
o S B * (in thousands) - 1
Income ' S SR T TR PR S .
) -$ 178,407  § 223,900. $ 62,131 -
56,725 - 45,336 40,2274

, - - © 235,132 269,236 - 102,358]
BXPENSES..ovvvvvvvvvrerssssassessssessnrereseseresssens s eeeeeeeeeeeeenesesesssassssssssssstoscesosresoenerenennnee 89,4147 66,824 58, 563
Income before income taxes and eqwry in_ ' o - .
" undistribiited net income ofsubs.rdtar.res...’...".‘ ......... e —— s ‘ ........ . | .'l45,7_18 202,412 ) 43,795,‘.
Iricome tax benefit. .. T e T oo v s (13, 810) (8,445) (6,420)
-y ST ‘.p 159 528 210,857 .. 50,215
Equity in undlstnbuled net income (lossy'of: =~ . _ S R A
Bank subsidiaries ......... O OO SO TH SRR R TIPRAEDRN 17,105 7 0 N (53;640) + 84,5250
INON-BANK SUBSIAIATIES v rvvvov e emeoos e ooseose oo e oo e oo 8,894 8,857 14,868
Net INCOME «........cciveccvasin, e $ 185,527  $ 166,074 $7149,608} !
' L .o . . oL " ‘;
]
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Fulton Financial Corporation

NOTES TO CONSOLIDATED-FINANCIAL STATEMENTS

Ll T ’ ! 1 L S )
CONDENSED STATEMENTS QF CASH FLOWS . ' Yo
{
IR L ’ . L " v Year Ended December 31 )
: 2006 2005 2004

{in thousands)

Cash Flows.From Operntmg Activities: - A EEEU vy . _ P
NEt INCOME w.ooovvmeascnnasbinrsammsensenssresimssscons b ssagen s anase e 3 185,527 s - 166,074 $_ 149,608
Adjustments to Reconcile Net Income to L g
Net Cash Provided by Operating Activities: S oo . .
Stock-based COMPENSAION. v rirermrsee s eraeere e enaanes i 1,687 1,041 3,900 .
Decrease (increase) in'other assets ........... S SR " 4,408 -, {1,381) (13,004)
' Equity in undistributed net (income) loss of subSIdlanes...- .............. T A (25,999) 44,783 (99,393)
| (Dccreasc) increase in other liabilities and L -
payable to non-bank subsidiaries -(2,278) (2,653) 36,859
Totdl adjustments ... . (22,182) 41,790 {71,638}
Net cashprowdedby apermmg ACHVITIES oviiviiiiic s 163,345 207.864 77,970
Cash Flows From Investing Activities: fa - 7 L _ o
Investment in bank subsidiaries .........c...cooeeiiieec s e (96,222) “(3,760) (6,000}
Investment in non-bank subsidiaries .......ccoeevveviiemveeiiiiee e (4,640) (100,000) -
Net cash paid for acquisitions ............ (151,549) (21,724) (5,283)
Net cash used in investing activities mii..riccecec e (252,411) (125,424) (11,283
Cash Flows From Financing Activities: .
. Net increase (decrease) in short-term borrowmgs Cresrereee e rrnebeee s 49,930 (21,042) o 79,552
| Dividends paid ........oeerecievmreiee e e eeeeeenreeraens (98,022) (85,495) o (74,802)
' Net proceéds from issuance of common stock ...... 9,857 10,991 7,537
Repayment of 1ong-term debl............ovuvierrereusresesreseeneeessssecmsaessssesmecesnnees {5,121) (264) . -
Addition t0 1ong-termdebl......coevercriestnr s ’ 152,563 98,606 ) ' -
i Acquisition of treasury stock . preeneneenrnene (20,193) " (R5,168) '~ ) " (78,966)
- Net cash provided by (used m) f nancmg ACHVIHIES ......covveerrriionn. ST 89,814 (82,372) (66,679)
Net (Decrease) lncrease in Cash and Cash Equwalents ........................... (52) 68 8
Cash and Cash Equivalents at Beginning of Year 76 o 8 W -
Cash and Cash Equivalents at End of Year 24 3 T6... 85 . 1 8
Cash paid during the year for: ) L
TALETEST oo SRS e ' 3,023 § 2,758 $ 2,389
INCOIME LAXES Loviesrrviiricsirinserrasseesrrseermrastsasssssssasassnssss sissesnasassssssomsnsssessnsns 77,327 60,539 54,457
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Fulton Financial Corporation

Management Report on lnternal Control Over Financial Reporting
B . [
The management of Fulton Fmancnal Corporation is resp0n51b1e for estabhshmg and mamta:mng adequate internal control over
financial reporting. Fulton Financial Corporation’s internal control system is designed to provide reasonable assurance regarding the

reliability of financial reporting and the preparatlon of financial statements for external purposes in accordance with-U.S. generally
accepted accounting prmcnples '

. _ : L .o oo ' o
L . . . . . Lo
Because of its inherent llmllatlons internal control over financial reporting may not prevent or detect misstatements. Alsg, projections

of any evaluation of effectiveness to future periods are subject to the risk that controls may become 1nadequate because of changesun
conditions, or that the degree of compllance with the policies or procedures may deteriorate. o o

. .
- . P i

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006, using the
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Intérnal Control! —
Integrated Framework. Based on this assessment, management concluded that, as of December 31, 2006 the company’s internal
control over financial reporting is effectwe based on those cntena - .o ! '

. . . .- i
+ ' * 1 ! ' B

Management‘s assessment of the effectivehess of the' Company’s internal control over financial reporting as of Deceniber 31, 2006
has been audited by KPMG LLP, an mdependent reglstered publ:c accounting firm, as stated in their report Wthh is-included herein! -
Vo o t

iRScottSmltth--' T . ' .- . : - . -
Chairman, Chief Executive Officer and Presndent

+

] . . ) . SR ‘ ] PR S
Charles J. Nugent

Senior Executive Vlce President and ) - ' ' . T ' . )
Chief Financial Officer ' ‘ o to . . e ;
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Report of lndependent ‘Registered Public Accountmg Flrm
. B L P C e e ‘ ; K L : RCENETEEN
. The Board ofDlrectors and Stockholderq; TR P P S P A B e, YRR
Fulton Financial Corporation: - | P -, TR T o SUTT T O T S e e

" .

s

We have audited management’s assessment, included in the accompanying Management Report on Internal Control Over Financial
Reporting that Fuiton Financial Corporation. maintained-effective internal control over financial reporting as’ of December 31, 2006,
based on,criteria established in Internal Control Integrated Framework issued by. the Committee of Sponsoring Orgamzat:ons of the
Treadway Commission (COSO). Fulton Financial Corporation’s, management is respons:ble for maintaining effective internal conrol
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to
express an opinion on management's assessment and an _opinion on the effectiveness of the Company’s internal:contrel over financial
reporting based on ouraudit. - . o Al T e vl roaean e .
. , . A . i R L T . P

We conducted our audit in accordance with the standards of the Public Company Accountmg Over51ght Board (Umted States) Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internat control over
financial reporting was maintained in, all material respects., Qur-audit included .obtaining an: understanding of internal -control over
financial reporting, evaluatmg managcments assessmem,,testmg and cvaluatmg the design and operating effectiveness of internal
control, and performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company's internal control over financial reporting includes those policies and procedures that’ (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dlsposmons of the asscts of the

company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are bcmg made only in
accordance with authorizations of management and directors of the company; .and (3) provu'ie reasonable assurance regardmg
prevention or timely detection of unauthorized acquisition, use, or disposition’ of the company’s assets that cotild havé a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate. .

+
In our opinion, management’s assessment that Fulton Financial Corporation maintained effectlve internal control over financial
reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria gstablished in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Also, in our
opinion, Fulton Financial Corporation maintained, in all material respects, effective internal control over financial reportmg as of
December 31, 2006, based on criteria established in Internal Control — Integrated Framework issued by the Comm:ttee of Sponsormg
Organizations of the Treadway Commission (COSO).




Fulton Financial Corporation

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of Fultori FinancialfCorpdration. and subsidiaries ds of:December 31, 2006 and 2005, and the related
consolidated statements of income, shareholders’ equity and comprehensive income, and cash flows for each of the years in the three-

year period ended December 31, 2006, and our report dated March 1, 2007 expressed, an unqualified opmmn on those consolidated
financial statements. | P “

. . . 1 ,
e v Tt e Ay . o - el » ‘ R . .o t
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: : R B Report of Independent Registered Public. Accountlng Flrm - BT IPI
.t -l- P D X . '_; . R T TS S T . ‘,' e PO - . . . R AT .
The Board ofDlrectors and Stockho]ders P S A T e
Fulton Financial Corporation: o T T

We have audited the accompanying consolidated balance sheets of Fulton Financial Corporation and subsidiaries as of December 31,
2006 and 2005, and the related consolidated statements of income, shareholders’ equity and comprehensive income, and cash flows
for each of the years in the three-year period ended December 31, 2006. These consolidated financial statements are the responsibility
of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based o our
audits. . . ;;-_r.'.- 3 _‘,.1,
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and dlsclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by managermicrit,

as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Fulton Financial Corporation and subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their cash
flows for each of the years in the three-year period ended December 31, 2006, in conformity with U.S. generally accepted accounting
principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of Fulton Financial Corporation and subsidiaries’ internal control over financial reporting as of December 31, 2006,
based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSQ), and our report dated March 1, 2007 expressed an unquallﬁed opinion on management’s assessment
of, and the effective operation of, internal control over financial reporting.

KKPMe P

Philadelphia, Pennsylvania
March 1, 2007
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QUARTERLY CONSOLIDATED RESULTS OF OPERATIONS (UNAUDITED)

(in thousands, except per-share data)

FOR THE YEAR 2006

Interest iINCOME .....oveevvvrerrerinrnies
Interest expense ..o,
Net interest income.........c..........
Provision for loan losses...........
Other inCoOme ........ccovvvrvceverenen
Other expenses.......cccococvvecnencee
Income before income taxes.....
Income taxes.....c.oceceeeeeenrecnnenne

Net InCome......ccocvvvvenvirieemrennn.
Per-share data:
Net income (basic)...............
Net income (diluted).......\....
Cash dividends......cccoovnvenn.

FOR THE YEAR 2005

Interest iNCOME .....cceeevivrureinnen,
Interest expense .........ccoooeeeenien

Net interest iNCOMEC..ocvvvreenen....e.
Provision for loan losses...........
Other inCome .......oooeeveeeevnrnnnns
Other expenses.........ccoccveeeeeeces
Income before income taxes.....
Income taxes.......covmeeveeennnnn.
Net iNCOme.....ccoveeevereereeerreenne.
Per-share data:

Net income (basic)...............

Net income (diluted)............

Cash dividends........ I

Three Months Ended

March 31 June 30 Sept. 30 Dec. 31
$ 192,652 213,206 $ 229,101 § 229,548
- 77,609 90,354 103,177 107,804
115,043 122,852 125,924 121,744
1,000 875 555 1,068
36,607 36,001 36,912 40,355
88,016 90,793 92,425 94,757
62,034 67,185 69,856 66,274 .
18,755 20,484 21,514 19,669 f
$ 43,879 46,701 $§ 48342 § 46,605
$ 026 0.27 $ 0.28 $ 027
" 0.25 0.27 0.28 0.27
0.138 0.1475 0.1475 . 0.1475
$ 140810 148,609 3§ 164070 § 172,279
42,562 48,686 57,585 64,387
98,248 99,923 106,485 107,892
800 725 815 780
35,853 38,317 36,163 33,965
73,828 78,189 81,537 82,737
59,473 59,326 60,296 58,340
18,037 17,722 18,168 17,434
§ 41436 41,604 § 42128 %5 40906
$ 0.25 0.26 5 026 5 025
0.25 0.25 0.25 0.25 '
0.126 0.138 0.138 0.138 '
END
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